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he Burner is the HEART 
of any Gas Appliance 


In the gas appliances which you make or sell, or which you recommend—are 
burner units the very best you can obtain? In the future, expertly engineered 
appliances will command increasing attention, not only for results attained, 
also for cost of operation. Gas authorities recognize this, and so do users. 

offers today, tor appliances on natural, manufactured, Butane 
bottled gases, the most efficient and best rming burner units ever avail- 
. On atmospheric pressure, patented Barber Jets, with a unique auxiliary air 
deliver a perfectly directed flame of 1900° temperature with c com- 
Over twenty years of service to iance makers, nearly of whom 

use Barber Burners, emphasize the of our products. 


make scores of of burners, with hundreds of variations in size and shape, for every imaginable purpose. in 
te patented Derbor jeter muieaiey oie one reason for the success of Barber burners is thet we always 
8 Gnd engineer the burner to sult the Sea eee 
at the most critical point, because the the heart of the appliance. 2 
Send for Catalog on appliance and conversion burners, and pressure regulators. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


3ARBER BURNERS 
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Your pipe threading 
takes less time and 
effort with THIS 
direct-action No. IR 


S RIEAID 


Threads 1" to 2” pipe 
Full-floating posts 


Bushingless, quick- 
setting workholder 


* WORK-SAVER PIPE 


THE RIDGE TOOL COMPANY « ELYRIA, OHIO, U.S. A. 


F you prefer a poster 

threader, here’s an im- 
proved one that’s ready to 
thread 1”, 14”, 1%” or 2” 
pipe most quickly and with 
least bother. Quick-set fool- 
proof work-holder has no 
bushings to bother with. No 
cockwobble in threading— 
handle pulls head and dies 
directly, floating posts mere- 
ly taper thread, do no driv- 
ing. Alloy or high-speed steel 
chaser dies cut clean perfect 
threads, steel-and-malleable 
construction assures long 
service—and it sells at a 
popular price! .. Buy No. 
1R at your Supply House. 


TOOLS 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Pages with the Editors 


ewe this year one of the most re- 
spected leaders of the public utility 
industry created a minor stir when he 
stated that he did not believe anyone in 
the electric power industry regretted the 


transition, in the past twenty years, from: 


a value basis to a cost basis for purposes 
of rate regulation. The speaker was 
Samuel Ferguson, president of the Hart- 
ford Electric Light Company, addressing 
the fourth annual conference of the Tech- 
nical Valuation Society in New York city 
on January 14th. 


Mr. FERGUSON went on to say, how- 
ever, that a cost basis could be satisfac- 
tory to the industry only in the event that 
it did not involve a so-called “net prop- 
erty” concept. Net property is cost less 
depreciation. He explained that if rates 
are based on net property there may be a 
disastrous result when the rate of growth 
in the industry slows down. This dan- 
ger was not recognized originally when 
the expansion of demand was so rapid 
that earnings on either a cost or a net 
property basis assured sufficient return 
on invested capital. 


Mr. Fercuson’s distinction jolts us 
into consideration of a significant ques- 
tion. Are we now witnessing a slacken- 
ing of industrial growth in our public 
utility industries? Is the depreciation 
reserve, in consequence, increasing faster 
than the amount that can be invested in 
plant additions? If so, the result must in- 
evitably be a diminishing return—cutting 
into dividend disbursements and eventu- 
ally imperiling bondholders’ claims. 


O’ course, one alternative method of 
approaching the problem of keeping 
the growth of depreciation reserve— 
whether or not it is used as a subtraction 
from total cost in rate base procedure— 
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more in line with the realities of the con- 
sumed investment is to limit the state- 
ment of the depreciation reserve to the 
minimum requirement of reasonable age- 
life estimates. Assuming, as most regula- 
tory bodies do these days, that the de- 
preciation reserve must, in any event, be 
cast in the mold of the original cost con- 
cept, there still remain various methods 
for accumulating the depreciation re- 
serve, and the difference between 
methods can amount to quite an astonish- 
ing figure. 

In the opening article in this issue, 
for example, there is described an ex- 
ample of the potential magnitude of what 
the author calls “miscomputation” in the 
form of overstating the depreciation re- 
serve. And in an actual case the miscom- 
putation approximated $5,000,000, or 9 
per cent of the plant cost. This, obviously, 
is no mere bagatelle when it comes down 
to the brass tacks of fixing the rate of 
return on the cost of property minus the 
depreciation reserve. 
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ood Line Clearing . . «requires much more than trimming 
out branches: (JA knowledge of bow to trim to get the greatest clearance with 
the least damage; (I A national reputation that enables the men to secure per- 
mission from adjacent property owners with a minimum of time and effort; 
( The kind of work and conduct that virtually eliminates damage claims and 
law-suits; (| Industrious, interested, skilful men that make the cost moder- 


ate and make the rate per hour of secondary importance; (I And last but not 


least, the kind of performance that leaves the best possible public relations. 


THE DAVEY TREE EXPERT COMPANY bas the reputation and the good men 
DAVEY TREE SURGEONS do the most satisfactory kind of line clearing work at moderate cost. 
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Henry M. Lone, author of this ar- 
ticle, entitled “Need the ‘Straight-line’ 
Reserve Be Excessive?” states quite suc- 
cinctly: “To the extent that there is an 
overstatement of the depreciation reserve 
there is, of course, an understatement of 
‘net book cost.’” Net book cost is that 
highly significant amount in modern util- 
ity service rate cases which has attracted 
the criticism of Mr. Ferguson. 


EvEN assuming that Mr. Lonc’s 
theory of accumulating the depreciation 
reserve avoids the burdensome overstate- 
ment, it still does not directly cope with 
the problem envisioned by Mr. Ferguson 
—the problem of codrdinating the phases 
or cycles of growth and maturity in the 
evolution of the industry’s capital re- 
quirements from the standpoint of a re- 
turn which will attract and retain the in- 
vestor’s dollar. 


But to get back to our article on de- 


preciation per se, Mr. Lona, its author, - 


is chief of the accounting regulations di- 
vision of the accounting department of 
the Federal Communications Commis- 
sion. Since the institution of that com- 
mittee several years ago he has been a 
“guest” (consultant) member of the 
committee on depreciation of the Na- 
tional Association of Railroad and Util- 
ities Commissioners. While Mr. Lone 
has devoted about twenty-five years, or 
about half of his life, to the problems of 
utility accounting regulation, he has 
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found time for a variety of other business 
experiences, including several years in 
the construction and operation of public 
utilities. 


SINCE majoring in mathematics to ob- 
tain his Bachelor’s degree from Franklin 
and Marshall College, he has had oppor- 
tunities to witness at close range the ap- 
plication of that science in a variety of 
fields. He is a member of that fastly 
growing group that adopts as a hobby— 
or sometimes even a vocation—the strip- 
ping from mathematics of the over- 
emphasis upon its alleged complexities 
and mysteries. 

*x* * * * 


1TH all of the furor over strikes 

both in and out of the public utility 
industry, sometimes it seems as if the old- 
fashioned relationship between wage de- 
mands and cost of living has been side- 
tracked or overshadowed by the newer 
ideas as to who can afford to pay how 
much, In this issue (beginning page 415) 
H. S. Perctvat, recently retired from 
the New York city office of the Long 
Lines Department of the American Tele- 
phone and Telegraph Company, gives us 
a rather original analysis of the basic re- 
lationship between the price of working 
and the price of living—which, after all, 
should be, under our system, the founda- 
tion of all reasonable labor demands. 


a ae ee 


EORGE Kerr, whose article entitled 
“Electricity Out of Coal!” begins 
on page 412, is presently connected with 
Ebasco Services Incorporated. But his 
background has been by no means con- 
fined to a desk and swivel chair. For 
many years he was active in promoting 
customer ownership in various sections 
of the United States, as well as foreign 
countries. Prior to that he was engaged 
in advertising and sales promotion for 
larger operating utilities. 


THE next number of this magazine 
will be out April 11th. 





A. Elitpuam 
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TAPE 





r. Jones needs 


he Printing CALCULATOR 


nes shouldn’t find his, figuring errors like this when the 
inting Calculator easily prevents such mistakes! 


countants everywhere say the Printing Calculator saves 
ne and stops errors by simultaneously working, printing and 
wing their problems—as shown by the tape. 





The Printing Calculator takes the 
place of two ordinary machines: the 
adding machine that can’t calculate, 
and the calculator that can’t print. 


is the ONLY machine that prints as it , 
ides automatically, multiplies, adds and 
btracts! 


a ee ee ee ee ee | 


hone your Remington -Rand office - 
, Of write us at New York 10, N. Y., 
t the free booklet TOPS. 
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/ MORE MOBILITY 
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AUTO-AIR 
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There are more construction 
jobs which require compressed air 
for a short period of time than 
there are “steady” jobs which need 
trailer-mounted equipment. The having electric welding and 
“short” jobs requiring MAXIMUM _ floodlighting equipment all 
MOBILITY make up the big field mounted on the truck if desired 
in which the Davey AUTO-AIR has — are savings evident to any 
no competition. engineer or contractor. 
The savings from using one engine Durable, time-proved Davey 
to drive both the truck and the AUTO-AIR compressors are 
compressor, of having mobile available in 60, 105, 160, 210 
equipment that can rush air, men, and 315 cfm capacities. Can be 


tools and material to the job, of installed on most trucks. 
PUBLIC UTILITY COMPANIES CAN CUT DOWN COSTS— 


WITH THE MOBILITY. OF A DAVEY AUTO-AIR COMPRESSOR 


Write For Free Davey Catalog E-172—Gives full information on Davey 
Compressors, Truck Power Take-Offs and Pneumatic Saws. D-145-48 


DAVEY 00.2 


We > 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





Cuaries E, WILson 
President, General Electric 
Company. 


Row anv P. Soute 
Vice president, American Machine 
& Foundry Company. 


Haroip E, STASsEN 
Former governor of Minnesota. 


G. W. Witson 
Manager, transportation division, 
General Electric Company. 


Excerpt from “New England 
Letter,” published by First 
National Bank of Boston. 


Joun E. RANKIN 
U. S. Representatiwe from 
Mississippi. 


Joun C. Knox 
Federal District Court Judge. 


LELAND OLps 
Chairman, Federal Power 
Commission. 


“The best interests of the public demand a full share 
of responsibility from organized labor.” 


» 


“. .. We must regain our lost capacity for righteous 
indignation and view the public morals through sights 
set far higher than today.” 


aa 


“The right of business to manage its affairs must be 
vigorously defended. . . . [But] there must also be an 
increasing amount of information to labor and the general 
public of the financial facts of business.” 


* 


“We are now at the point where we must either stop 
talking and playing around with this traffic problem and 
really do something about it or face the economic strangu- 
lation of the downtown congested areas.” 


5 


“We should formulate our national policy on produc- 
tivity, which is the true source of purchasing power and 
which makes possible a balanced budget so that all groups 
can exchange goods and services for one another.” 


> 


“We want that system of free enterprise that George 
Washington and Thomas Jefferson and Benjamin Franklin 
and James Madison and Abraham Lincoln and Jefferson 
Davis and every other great statesman of America has 
stood for.” 

* 


“Labor talks loudly of the necessity of preserving ‘de- 
mocracy.’ Democracy, it is true, must be preserved. But 
so long as many labor leaders are autocrats and act with- 
out restraints, the democratization of labor is an impos- 
sibility.” . 

« 

“In the states where average rainfall is low, the storage 
of waters for irrigation will be a very important element 
in these programs. But, as a means of more general dis- 
tribution of the benefits of modern technology, low-cost 
electricity as a contribution of river basin development 
may well provide the key.” 


12 





Public Utilities Fortnightly 





FOR EVERY 


REQUIREMENT | 
oo 


Left—EGRY TRU-PAK 
speeds the writing of all 
handwritten records. Elim- 
inates mistakes and as- 
sures positive control over 
all recorded transactions. 


Right—EGRY ALLSET 
FORMS are individually 
bound sets, interleaved 
with onetime carbons 
for immediate use for 
either typed or hand- 
written records. 


The Egry Business Systems illustrated 
have proved, in countless instances, that 
they not only speed up the making of 
handwritten and typed records, but ac- 
tually decrease mistakes caused by care- 
lessness, thoughtlessness and temptation. 
Many companies in your own industry 
have found Egry Business Systems indis- 
pensable in the conduct of their business 


Above—EGRY SPEED-FEED may be 
attached, without change in con- 
struction or operation, to any 
standard typewriter in one minute, 
and with Egry Continuous Forms, 
practically doubles the output of 
the operator, since all her time 
becomes productive. 


because initial records are written faster, 
more accurately and with less effort. In- 
vestigate today! Literature containing 
complete information will be sent on re- 
quest. For a practical demonstration of 
their usefulness you should see them in 
operation. This may be arranged in your 
own office at your convenience. There is 
no cost or obligation. Dept. F-328. 


oases 


with EGRY BUSINESS SYSTEMS 


og INNO 
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Davip A. SIMMONS 
President, American Bar Asso- 
ciation. 


Excerpt from report of special 
labor committee of the Twentieth 
Century Fund. 


WaLtTerR LIPPMAN 
Special writer, New York Herald 
Tribune. 


Epiror1AL STATEMENT 
Guaranty Survey. 


Harotp L. Ickes 
Former Secretary of the Interior. 


Joun Cutrrorp FoLcer 
Former president, Investment 
Bankers Association. 


Raymonp E. WI1tIs 
U. S. Senator from Indiana. 


“The function of the judge is to determine what the 
law is, and to apply it to the facts in the case before him, 
and he is no judge but a partisan if he changes either the 
law or the facts to suit his own notions or those of anybody 
else.” 


* 


“ . . before collective bargaining can become a tool for 
industrial self-government, it must be actively affirmed, 
rather than merely accepted, by business as well as by 
labor and government as the keystone in all relations be- 
tween management and workers.” 


¥ 


“Let the captains of industry be captains indeed, and 
go forward unafraid in the days to come. The men who 
manage American industry have no reason to feel inferior 
to government officials, politicians, newspaper editors and 
reporters, college professors, and labor leaders.” 


> 


“The theory of compensatory spending has been tried 
and the results certainly were not such as to encourage 
the belief that the cure for depression is to be found in 
government deficits. The most severe and most prolonged 
economic depression in our history was the only one from 
which we tried to spend our way out.” 


> 


“National interest in any irreplaceable natural resource, 
particularly petroleum, must be recognized. This does not 
mean ‘nationalization’ or ‘government competition’ or ‘gov- 
ernment domination.’ It does mean that government and 
industry need to make certain that this nation will always 
have access, whether at home or abroad, to all of the oil 
that it may ever require.” 


* 


“For ten years we have cried ‘Wolf! Wolf!’ Half 
thinking the Wolf would never come. The plain fact is: 
Inflation is here. Everybody is grinding his own ax. Cap- 
ital and business want lower taxes, less restraints, more 
profits. Labor wants higher wages. Politicians want 
happy voters. Quick and easy profits are giving investors 
an unhealthy flush. There is danger in this situation.” 


* 


“It is unthinkable that, in such a land, the common serv- 
ices which have come to be a vital part of everyday 
necessity and safety, such as elevator service, streetcar 
transportation, food-distributing agencies, utilities which 
supply light and heat and telephones—all of which involve 
the lives of innocent men, women, and babies—should be 
interrupted while grievances of infinitely lesser importance 
are being debated by those who profit from their opera- 
tion.” 
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For any of your construction 
activities—dirt moving:or ex- 
cavating—for moving heavy 
equipment, for building 
access roads, clearing power 
line trails, backfilling ditches 
and other work—the match- 
less operating economy of 
International Diesel Trac- 
TracTors saves you money, 
time and trouble—reduces 
costs! 

Here’s what you get when 
you standardize on Interna- 
tional Diesel Crawlers;— 
traction power that masters 
any terrain, power to lift, dig 
and carry even under adverse 
conditions, power that’s 


Listen to “‘Harvest of Stars”’ 


Every Sunday 


quickly available wherever 
you need it in any kind of 
weather, from drawbars or 
take-off shafts. Instant 
starting full-Diesel engines 
having unexcelled capacity 
for work, sturdy construc- 
tion, excellent balance, su- 
perior track assemblies, 
matchless service accessibil- 
ity—these are points your 
nearest International Indus- 
trial Power Distributor will 
explain and demonstrate. 
Call him or see him—now. 
Industrial Power Division 
INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue 
Chicago 1, Illinois 


2 p. m. E.S.T.! NBC Network 


ae 


Power Units 


——— 





Public Utilities Fortnightly 








PIPING IN LOWERMOST POSITION 





PIPING IN UPPERMOST POSITION 
































THE 








H —\ 


CONSTANT-SUPPORT 


WITH GRINNELL CONSTANT-SUPPORT HANGERS, weight transfer stresses are completely eliminated through- 
out the entire range of vertical movement. In operation the lever, turning on the main pivot, balances 
the weight of a vertically shifting load. The change in moment arm with lever rotation is such that 
the product of the moment arm and the spring force is always constant and equal to the weight of the 


piping system. 


Write for Data 
Book, “Grinnell 
Constant-Support 
Hangers.” 


EXCLUSIVE FEATURES OF 
GRINNELL CONSTANT-SUPPORT HANGERS 
Constant-support of piping in all “hot” 
and “cold” positions. 

Full safety factor of the supported system 
is always maintained. 

Non-resonant and energy absorbing. 
Mass produced from standard precision 
parts. 

Individually calibrated for each specific 
installation. 

Load adjustment features are incorporated 
into the design. 

3 models meet entire range of load-travel 
specifications. 

The rated capacity of each model varies 
with the size of the springs used — the 
overall dimensions of the hanger remain 
constant. 

Minimum head room is required. 
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. PRESSURE VESSELS 
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STEEL, TRON and 
BRASS CASTINGS 
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HEAVY FORGINGS— 


ROUGH or 
COMPLETELY MACHINED 
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NEWPORT NEWS SHIPBUILDING 
and DRY DOCK COMPANY 


Newport News, 
VIRGINIA 
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fetter Tucks be Fate 


Helping to Keep the Gas Going 
in Hundreds of Communities 


The rugged endurance, power and 
liability of Ford Trucks have won 
reference for these sturdy vehicles 

utilities service fleets of hundreds 
bf communities. Excellent economy in 
bperation and maintenance has kept 
hem in high esteem. 


lypical of the many such fleets of 
ord Trucks is that of the Consoli- 
lated Gas, Electric Light & Power 
0. of Baltimore, Md. Above is shown 
ne of the Ford Trucks in this large 
leet-—a general-utility unit used for 


carrying tools and replacement parts 
for city service work. 


Ask your Ford dealer to submit the 
full facts about the new 1946 Ford 
Trucks. They bring you many im- 
portant new engineering advance- 
ments, designed to provide even more 
pronounced economy, greater service- 
ease, longer life and improved per- 
formance. 


FORD TRUCKS 


ORE FORD TRUCKS ON THE ROAD « ON MORE JOBS + FOR MORE GOOD REASONS 





Public Utilities Fortnightly 


76 million ths. of operating 





... with B&W Integral Furnace Boilers 


For high availability and continuity of 
service, for its rapid response to fluctuations 
in load demands, over-all economy and suit- 
ability for all types of fuels, the Babcock & 
Wilcox Integral-Furnace Boiler has won 
sweeping acceptance in hundreds of varied 
installations in almost every major industry. 
Since its introduction in 1933, B&W Integral- 
Furnace Boilers have been selling at the 
average rate of one every three working 
days! The total steam capacity of existing 
installations now exceeds 76 million pounds 
per hour. This outstanding acceptance of 
the B&W Integral-Furnace Boiler is due to 
the time-tested and performance-proved 
soundness, efficiency and flexibility of its de- 
sign that embodies these features: 


1, Furnace is entirely water-cooled, using 
types of construction similar to the prac- 
tice in large central station boilers. 


2. Deep furnace, fired from one end, pro- 
vides ample space for complete com- 
bustion. 


ae? ae 


3. For gas and oil firing or for medium 
sized coal-fired units, this unit can be 
bottom-supported from the operating 
floor level, thus occupying a minimum 
of head room and requiring a minimum 
of structural steel. 

. The self-draining superheater adds to 
the convenience and saves time in start- 
ing up. 

. Tubes of the third bank, which is in the 
zone of coolest gases, act as down- 
comers, insuring rapid, positive circu- 
lation at all loads. 

And the B&W Integral-Furnace Boiler is 
designed to burn pulverized coal, oil, or gas 
—alone or in combination. That means 
plants may utilize, at highest combustion 
efficiency, the least expensive commercial 
fuel available. 

From their war-time proving under un- 
precedented operating conditions will come 
still better B&W Integral-Furnace Boilers to 
serve industry requirements for low-cost 
steam. 


a Sega 
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BRING YOUR BILL ANALYSES 
UP TO DATE 


You can save 50% in time and money with 


THE ONE-STEP METHOD 





Sis a a al ai Bl! 5: 3 


‘OF. BILL ANALYSIS 











LL but current bill frequency data has been rendered obsolete by the 
marked increase in kilowatt-hour sales. How much of this load will 
you retain? 


Now is the time to bring your bill analyses up to date. In addition to a 
knowledge of the existing situation, certain trends may be disclosed which 
will be of considerable value to you in planning your rate and promotional 
programs. 


The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 

We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 


Recording &- Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 
Chicago Detroit Montreal 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 














Atilities Almanack 








ze Marcu 2 





1 


American Water Works Association, New York Section, starts meeting Elmira, 
6. 


N. Y., 194 





q 


Iowa Independent Telephone Association will hold annual convention, Des Moines, 
Iowa, Apr. 11, 12, 1946. 





1 


American Gas Association, Conference on Industrial and Commercial Gas, convenes, 
Toledo, Ohio, 1946, 








{ American Institute of Electrical Engineers will hold meeting, Buffalo, N: Y., 


Apr. 24, 25, 1946. 
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Gas and Electric Industry Accountants start meeting, Cincinnati, Ohio, 1946, @ 





Federal Power Commission resumes natural gas investigation hearing, Charleston, 
W. Va., 1946. 





American Water Works Association, Indiana Section, ends meeting, Indianapolis, 
Ind., 1946. 





Kentucky Telephone Association session starts, 1946. 





Midwest Power Conference concludes meeting, Chicago, Ill., 1946. 





Southeastern Electric Exchange annual conference will be held, Edgewater Park, 
Miss., Apr. 24-26, 1946, 





International Lighting Exposition will be held, Chicago, Ill., Apr. 26-30, 1946. 





1 


American Water Works Association, Canadian Section, starts meeting, Niagara 3 
Falls, Ont., 1946. 














Nebraska Telephone Association begins convention, Omaha, Neb., 1946. 





Mid-West Gas Association meeting ends, St. Paul, Minn., 1946. 





Courtesy of A.C.A. Galienes Hise Hafner, N. Y. 


Mining Town 
By Tromka 
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Need the “Straight-line” 
Reserve Be Excessive? 


There is a tendency, particularly on the part of the uninitiated, 
to assume that straight-line depreciation reserve requirements 
amount to considerably more than is really necessary. Here is 
an explanation of how the reserve requirements can properly 
be keft within reasonable limits—avoiding excessive accruals. 


By HENRY M. LONG 


HIs article is neither a defense 

nor a criticism of the straight- 

line depreciation plan, as distin- 
guished from the sinking fund or any 
other depreciation plan. It is merely an 
attempt to show that utility executives 
who are contemplating the adoption of 
straight-line depreciation, either vol- 
untarily or because of regulatory re- 
quirements, are too often unduly 
alarmed by the popularly supposed size 
of reserves called for under the plan. 
In other words, this article (which, in- 
cidentally, represents the personal 
opinion of the author on any point 
which might be regarded as contro- 
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versial) is an effort to translate into lay 
language certain mathematical princi- 
ples which have been widely accepted 
for some years by regulatory bodies 
and public utilities which have exten- 
sively applied straight-line depreciation 
accounting. 

Further, the author hopes to demon- 
strate that the true straight-line reserve 
requirement is usually substantially 
less than the amount that will be com- 
puted by the uninitiated. This is so, 
even when the same service lives, sal- 
vage factors, and consequent deprecia- 
tion rates underlie both computations. 
It is important to remember this: To 
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the degree that there is an overstate- 
ment of the depreciation reserve there 
is, of course, an understatement of “net 
book cost’ (plant cost less depreciation 
reserve). Net book cost is that highly 
significant amount in modern utility 
service rate cases. 

An example of the potential magni- 
tude of miscomputation in this respect 
appears in the table inset into Chart A 
at page 409. There, in an actual case, 
the miscomputation approximated $5,- 
000,000 or 9 per cent of plant cost. 

Misunderstanding of this subject is 
largely attributable to a natural in- 
clination to associate with the term 
“straight line’ a computation so sim- 
ple as to prove irrational in the light of 
thorough analysis. This does not mean 
that the accepted rational procedure is 
so complex as not to be readily under- 
standable to the average reader of this 
publication. But it does require, per- 
haps, a reasonable effort towards sim- 
plified presentation. 

On the other hand, attempts to ap- 
ply unduly simplified processes (to de- 
termine the amount of the reserve re- 
quirement and of annual charges to de- 
preciation expense under the straight- 
line method) almost invariably display 
their impact in the form of overstated 
reserves and expenses largely in pro- 
portion to the presence of plant facili- 
ties of the “mass” or groupable type. 
Examples include the several elements 
of overhead and underground trans- 
mission and distribution systems, as 
well as many items of inside plant on 
the premises of both the customers and 
the utilities. Even where the concept of 
“large single units” prevails, as is the 
case with hydroelectric plants, due con- 
sideration of the “mortality pattern” 
of eventual piecemeal retirements of 
MAR. 28, 1946 


large homogeneous sections of plant 
may have an appreciable effect upon the 
amount accounted for as depreciation, 


oi get down to cases on this state of 
popular misconception of straight- 
line depreciation reserve requirements, 
let us examine, first, three fallacies into 
which an average intelligent and well- 
meaning utility operator is likely to fall 
when he tries to familiarize himself 
with the “group-plan” concept of 
straight-line depreciation. He may con- 
clude: 


1. That the subject is so complicated 
that only advanced mathematicians 
can understand it. 

2. That, over the long run, the 
“group plan” comes out with about the 
same results as the “unit plan” or other 
plans (which could only be true in the 
highly unlikely situation of a plant 
eventually retired completely at prede- 
termined dates). 

3. That, if the “group plan” indi- 
cates a lower reserve requirement, 
then there must be some trick to it— 
probably an improper one. 


These conclusions are all wrong, as 
we shall presently see. Let us proceed 
to a simplified (and thereby somewhat 
exaggerated ) hypothetical example. Its 
purpose is to show that when deprecia- 
tion reserve requirements are attempted 
to be compiled on the simple ratio of 
age to life of surviving property units, 
we get an excessive result." 

Also, for purposes of simplicity, we 


1 Ultra mathematical computations are ex- 
cluded here in the interest of simplified pres- 
entation, but have been prepared by the author 
for more elaborate treatment of the subject at 
a subsequent date. Also, it shall be kept in mind 
that each reference to, and criticism of, age- 
life requirements shall be construed as sug- 
gesting the inadequate modification of simple 
ratio age-life reserve requirements. It is not 
intended to criticize the broad concept of age 
life, as such. 
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NEED THE “STRAIGHT-LINE” RESERVE BE EXCESSIVE? 


shall confine this discussion to a single 
group of property units, rather than to 
a succession of groups due to expan- 
sion or replacement. Bear in mind, 
however, that the principles set forth 
are applicable to such successions. This 
is because the aggregate reserve re- 
quirement for a complete plant is the 
composite requirement for numerous 
groups in various stages of useful life 
progression, just as much as if there 
were only one group of a single “vin- 
tage” or “birthday.” 


ET us assume then that we have three 
power line poles all installed new 

on January 1, 1941, each costing the 
rather liberal unit price of $100. Let us 
assume further that (salvage in the 


case of worn-out poles being zero) our 
perfect power of prophecy tells us that 
pole A will last one year, pole B will 
last two years, and pole C will last three 
years. 

Now, so far, our mental arithmetic 
tells us that the average life of the three 
poles is two years and that the depre- 
ciation rate, viewed from the stand- 
point of the average of the group, 
would be 50 per cent per year. 


W: arrived at these conclusions eas- 
ily enough by mental arithmetic. 
Yet, in order to demonstrate the gen- 
erally pursued method of determining 
depreciation rates under the group plan, 
in Table I, is the somewhat more com- 
plex but more realistic formal compu- 


e 


TABLE I 
Rate DEvVELOPMENT—GroUP PLAN 


Unit Book 
Designation Cost 
(a) (b) 
$100 

100 

100 


Totals $300 


Dollar-years— 

Equivalent of 

Dollars Carried 
One Year in Plant 
In Plant Account, (b) 
Account Times (c) 


(c) (d) 
1 $100 
2 200 
3 300 

$600 


Years Book 
Cost Carried 


(e) Total of depreciation accruals (same as total book cost, in absence of net salvage) : $300 


Total accruals = Annual rate = 


(Equivalent of) 
dollars carried 
one year in 
plant account 


(e) = = BD 


Total of (d) 600 


or 


(to indicate the exact alternate methods of many companies) 
Average service life = Dollar-years lived = Total of (d) = 600 = 2 





Dollars living 


Total of (b) 300 


various portions 
of these dollar- 


years 


Rate = 1 — Salvage factor = 1 & O = .50 





Average service life 2 
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tation which actually lies behind our 
mental arithmetic.* 

Having determined an annual depre- 
ciation accrual rate of 50 per cent, let 
us indicate in Table II (page 403), in 
condensed form, how the depreciation 
reserve account would be maintained 
during the life of the three units. 

Next, let us consider what the “unit- 
basis” computation will get us for the 
same situation—according to this latter 
ratio of age to life. On January 1, 
1942, the day after pole A has been re- 
tired, we would still have, according to 
unit-basis concept, a total remaining life 
expectancy of three years for both pole 
B and pole C, plus one year’s age al- 
ready accrued for each. (Remember 
pole A is already retired.) That makes 
a sum of five years for the two surviv- 
ing poles, which gives us an average 
of two and one-half years for each, or 
an age-life ratio of 40 per cent.* Con- 
trast this with the 25 per cent reserve 
ratio obtained under the group plan. 


i Bee uninitiated are likely to jump 
to a false conclusion at this point, 
that the wide disparity of 15 per cent 
in the two reserve-requirement ratios 
(25 per cent figured on the group basis 
and 40 per cent on the unit basis) indi- 
cates some inherent fault in the group 
plan. But those advocates of the group- 
plan depreciation accounting base their 
justification on what might be called 


2In actual practice, reserve-requirement 
ratio for grouped plant is usually developed by 
a formula. This formula appears at the top of 
page 226 (designation “14.4”) of the 1943 re- 
port of the committee on depreciation of the 
National Association of Railroad and Utilities 
Commissioners. A proper application of the 
formula to the foregoing hypothetical case 
would produce the same reserve-requirement 
ratio that appears in Table JI—25 per cent. 

3 As in Table I, the alternative can be worked 
out in “dollar-years lived,” giving the same re- 
sulting age-life ratio; namely, 40 per cent. 
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simply the “service-capacity” theory. 

Nobody in his right mind, for ex- 
ample, would buy a utility plant erected 
in the middle of the Sahara, where its 
public service function would be use- 
less. This, regardless of the actual cost 
of the units making up the plant. The 
obvious reason is that the “service ca- 
pacity” of such a plant would be zero. 

Viewed in this light, what the utility 
company buys, and what is later con- 
sumed or depreciated, is not so many 
dollars’ worth of poles, but so many 
dollars’ worth of useful service from 
these poles. Nobody could have actual- 
ly said in advance, of course, just what 
service capacity each pole would ex- 
perience when they were all installed. 
But, according to this standard, the 
total of $300 spent for poles A, B, and 
C would give pole A a “service-capac- 
ity” value of only $50, pole B $100, 
and pole C $150—although each pole 
had the uniform $100 conventional 
cost. 

Of course, the alert reader will ob- 
ject, at this point, that we could no 
longer apply our rate of 50 per cent de- 
preciation a year if we attempted to de- 
preciate on the basis of “service capac- 
ity” exhausted. Followed to its extreme 
and unjustified conclusion, this would 
involve the retirement of an investment 
of only $50 for pole A the first year, 
$100 for pole B the second year, and 
$150 for pole C the third year. In ac- 
tual practice, of course, such an un- 
justifiable procedure would be tre- 
mendously complicated by factors not 
present in our little simplified example. 
The blunt fact that service life and 
mortality patterns are not precisely 
predictable, the salvage factor, and so 
forth, would make any such setup an 
accountant’s nightmare. 


402 





NEED THE “STRAIGHT-LINE” RESERVE BE EXCESSIVE? 





TABLE II 
Reserve LepcerR PAcE—Group PLAN 
Depreciation Reserve 


DR 
$100 
50 


1941 


Dec. 31 
Dec. 31 


Retirement—Unit A 
Balance (CR) 


$150 
$100 
50 


$150 
$100 
0 


1942 


Dec. 31 
Dec. 31 


Retirement—Unit B 
Balance (CR) 


1943 


Dec. 31 
Dec. 31 


Retirement—Unit C 
Balance 


$100 


1941 CR 
Jan. to Dec. Accruals (.50 x 300) $150 


$150 
1942 


Jan. 1 
Jan. to Dec. 


Balance $ 50 
Accruals (.50 x 200) 100 


$150 
1943 


Jan. 1 


Balance $ 50 
Jan. to Dec. 50 


Accruals (.50 x 100) 
$100 


As we are assuming, to avoid complications, that all estimates prove correct, the reserve- 
requirement ratio of, say, January 1, 1942, may be taken directly from the accounts, as follows: 


Balance in depreciation reserve 


Balance in plant account 


Reserve-requirement ratio .... 





f Brwene are at least two outstanding 
reasons why the principles of the 
group plan can be pursued in practice 
without even thinking of introducing 
such unorthodox plant accounting : 


A. Net book cost* (a very signifi- 
cant item when accounts are referred 
to in connection with utility rate cases) 
remains unchanged by a “retirement 
entry” irrespective of the amount of 
the entry because the same amount, 
whatever it may be, is deducted from 
the balance in the depreciation reserve 
‘Plant account balance minus depreciation 

reserve balance. 
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that is deducted from the plant ac- 
count.® 


B. The accruals appropriate under 
the group-plan philosophy in each year 
of the over-all service life of the group 
can be determined without resorting to 
the unconventional plant accounting. 


Fortunately, the same objective of 
making the annual charges to deprecia- 
tion expense consistent with the group- 
plan philosophy can be attained by the 

5It is proper to assume that the amount of 
net salvage to be credited to the reserve is 


fixed, irrespective of the plan of depreciation 
and retirement accounting. 
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application to conventional plant costs 
of a uniform rate, such as the rate of 
50 per cent (developed in Table 1). We 
did not hand pick some figures in sup- 
port of this general statement. This 
short road to the goal is available re- 
gardless of the magnitude or variety of 
the costs of the individual plant units 
subject to grouping and irrespective of 
the pattern of “mortality dispersion.” 
The truth of this general statement is 
subject to algebraic demonstration but 
it can also be demonstrated less formal- 


ly. 


| iy it be assumed that in a more elab- 
orate case there has been developed 
(as was done in Table I) a uniform an- 
nual rate of 5 per cent. Let us also as- 
sume that two units of the group cost 
$50 each and had respective lives of 


eighteen years and twenty-one years. 
With respect to the first unit, its cost 
of $50 would remain in the plant ac- 
count (depreciation base) for eighteen 
years so that the resulting aggregate 
charges to depreciation expense (amor- 
tized service-capacity cost) with re- 
spect to that unit would be 18 x .05 x 
$50 = $45. In the case of the second 
unit the aggregate charges to deprecia- 
tion would be 21 x .05 x $50 = $52.50. 
These amounts of $45 and $52.50 are 
in the proportion of 18 to 21 or in the 
proportion of the respective service 
lives (i.e., under the straight-line con- 
cept—in proportion to their service ca- 
pacities ). 

This was the goal sought, for 
when we have—under a process that 
eventually disposes of the entire cost of 
the group—amortized with respect to 
units amounts proportional to their 
service capacities, we have amortized 
their respective service-capacity costs. 
MAR. 28, 1946 


 psaagey in the cases of two other 
units of the same group, costing 
$55 each, the respective service lives 
may have been seventeen years and 
twenty-two years. The respective ag- 
gregate charges to depreciation expense 
would be 17 x .05 x $55 = $46.75 and 
22 x .05 x $55 = $60.50. These 
amounts of $46.75 and $60.50 are in 
proportion to the respective service 
lives of seventeen years and twenty- 
two years. 

It is not necessary, however, that 
any two units of the group have the 
same cost. The general concept is not 
destroyed as long as, for each dollar of 
conventional book cost comprised by 
the group, there is an aggregate amor- 
tizing through charges to depreciation 
expense proportional, in contrast with 
other similar amortizings, to the serv- 
ice life (service capacity) of the unit 
with which that particular dollar of 
conventional book cost is associable. 
Putting it another way, there is im- 
plicitly associable with every dollar of 
conventional book cost of justifiably 
grouped plant an amount of so many 
cents (less than, equal to, or greater 
than 100) representing a part of the 
properly weighted service-capacity cost 
of the unit with which that dollar is 
associable. 

Incidentally, note what the reserve- 
requirement ratio (as of January 1, 
1942) would have been, in our little 
simplified example, if plant accounts 
had actually been kept on the imprac- 
tical basis of strict service-capacity 
costs: The balance in the plant account 
would be $250. The reserve would be 
$100 (the 1941 accrual of $150, less 
$50 retirement). This would leave a 
reserve-requirement ratio of 100 to 
250, or 40 per cent. 
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NEED THE “STRAIGHT-LINE” RESERVE BE EXCESSIVE? 


But 40 per cent was the reserve-re- 
quirement ratio under our “unit-basis” 
computation of age-life ratio! Is this 
accidental? Not at all. What we have 
done here is to reconcile, in a sense, 
age-life method with conventional 
group-plan method of determining re- 
serve requirement. The “unit-basis” 
method for group plant would be cor- 
rect if plant accounts were kept on the 
basis of true “service-capacity” costs. 
But plant accounts are not so kept. 
They are kept in a conventional man- 
ner that necessitates conventional com- 
putation of the reserve-requirement 
ratio. 


S° far we have compared the group 
plan with the age-life ratio unit 
basis, considering the ‘“‘service-ca- 
pacity” factor. Let us now turn to a 
third plan for purposes of enriching 
our comparison and testing our results. 
It is called the “unit-summation”’ plan. 
It is supported by those who feel that 
the group plan (as exemplified above 
and traditionally pursued) is funda- 
mentally defective. 

Under the “unit-summation” plan, 
anew rate is applied each year to the 
book cost of remaining units of the 
property group. This is done in such a 
way as to produce a total annual “ac- 
crual” equal to a “summation” of ac- 


cruals at that year applicable to each in- 
dividual unit in the group. The annual 
depreciation for each unit (when the 
straight-line method is used) is ob- 
tained by apportioning equal instal- 
ments of its years of estimated service 
life. 

Table III, below, shows how the 
unit-summation plan would work out 
with our simplified example. 

Add the total accruals (for A, B, 
and C) in Table III for each year and 
it gives us $183.33 for 1941, $83.33 
for 1942, and $33.34 for 1943. Cor- 
responding annual depreciation rates 
would be: 61.11 per cent (1941); 
41.67 per cent (1942) ; 33.34 per cent 
(1943). 

It is apparent that our “unit-sum- 
mation” plan gives us an even higher 
reserve-requirement ratio as of Janu- 
ary 1, 1942—namely, 41.67 per cent® 
—than our “unit-basis” age-life ratio 
of 40 per cent. It will be seen that the 
“unit-summation” plan develops un- 
necessarily (and, in this writer’s opin- 
ion, improperly) a regressive series of 
rates when the application of the uni- 
form rate of 50 per cent to the tradi- 
tional sort of plant account balances 


6 The 41.67 per cent ratio is derived from 
dividing the reserve balance, less retirement 
charge, as of that date ($83.33) by the plant 
account ($200). 


TABLE III 
RATE DEVELOPMENT—UNIT-SUMMATION PLAN 


Conventional 
Unit Book 
Designation Cost 


“Accruals” Charged to Depreciation Expense 


And Credited to Depreciation Reserve 


1941 1942 1943 


$100 $100 
100 50 
100 33.33 


$300 $183.33 


$ 
50 
33.33 


$83.33 
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produces the same result as does the 
more laborious process, without an 
unjustified prematurity in the earlier 
annual scheduling of dollar accruals. 


fa are certain classes of plant 
(buildings usually constituting 
an example) to which the application 
of the unit-summation plan may be re- 
garded as somewhat more logical. Two 
buildings may have the same floor 
space and serve largely the same func- 
tions. But the one of frame construc- 
tion will presumably have a shorter life 
than the one of brick construction and 
their respective conventionally re- 
corded costs will be in somewhat the 
same proportion as that of their serv- 
ice lives. Thus, when service life is a 
function of material quality, the con- 
ventional book costs tend largely to re- 
flect the true service-capacity costs. 

This is in sharp contrast with mass 
or logically groupable plant, consisting 
of numerous identical or extensively 
similar units which the constructor or 
supplier strives to the best of his abil- 
ity to make equally durable (and thus 
about equally priced) but which un- 
avoidably contain latently, because of a 
variety of local conditions, varying de- 
grees of service capacity. 

Some companies appear superficial- 
ly to be pursuing the group plan with 
respect to such plant as buildings. 
When there is not much activity in the 
plant account, there is no appreciable 
change in the single depreciation rate 
applied to the book cost of all buildings. 
This tends to strengthen the impres- 
sion that the group plan is being pur- 
sued. Analysis will often reveal, how- 
ever, that the unit-summation plan (or 
in a sense a sort of individual unit 
plan) is in force. The life of each 


MAR. 28, 1946 


building is estimated and the resulting 
rate and amount of annual accrual is 
then determined for each building. By 
compositing these rates (taking the 
ratio of the sum of the thus computed 
accruals to the total book cost of all 
buildings) a single depreciation rate is 
developed. 


HE reader may by now be left 

with the impression that in at- 
tempting to demonstrate the excessive- J 
ness of an age-life reserve requirement 
for group properties there has been a 
far digression into the subject of the 
inapplicability of the unit-summa- 
tion plan to “mass plant.” The treat- 
ment of the last-named subject was, 
however, undertaken advisedly be- 
cause of the close interrelationship 
among the three types of reserve-re- 
quirement computation: (1) group 
plan, (2) age-life or unit basis, and 
(3) unit-summation. The second (age- 
life method of computation), as applied 
to grouped plant, is in fact a hybrid. If 
that term is repulsive, it is, as may be 
shown by graphic presentation of the 
course of its magnitude during the 
life of a group of units, the resultant 
of the force of the unit-summation 
plan that pulls the balance in the re- 
serve upward and the force of the con- 
ventional group plan that pulls that bal- 
ance downward to its proper level. 
(See Chart A, page 409.) 

Let us now venture a comparison in 
Table IV (page 407) of all three plans 
discussed from the practical standpoint 
of annual reserve requirement—still 
using our example of the three poles. 

If these figures on the annual amount 
of reserve requirement were plotted, 
for purposes of more graphic compati- 
son, on a chart for progressive years, 
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TABLE IV 
RESERVE-REQUIREMENT COMPUTATIONS 
Plant account balances are in terms of conventional book cost 


Jan. 1, 
1941 


a. Plant account balance 
(all computations) 


b. Reserve-requirement ratio 
(expressed as a percentage) 
Unit-summation computation 
Age-life (of survivors) 

computation . 
Group-plan computation 
. Reserve balance 
Unit-summation computation 
Age-life (of survivors) 
computation 
Group-plan computation 


$300 


Jan. 1, 
1943 


Jan. 1, Dec. 31, 
1942 1943 

(Before last 
retirement) 


$100 


$200 $100 


100% 


100% 
100% 


668% 


668% 
50% 


$ 66.67 


66.67 
50.00 





the following characteristics would be- 
come apparent : 


1. The unit-summation curve would 
be in the uppermost position. 

2. The group-plan curve would be 
in the lowest position. 

3. The age-life curve would be in- 
termediate when not coincident with 
one of the other curves. 

4. The age-life curve would (a) 
separate from the group-plan curve 
immediately upon the first retirement, 
and (b) join the unit-summation curve 
after the next-to-last retirement. 


T= reason for this behavior of the 
charted curves is simply this : The 
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group plan falls below unit summation 
in the early stage because earlier book 
retirements are not fully provided for, 
but later on group-plan retirements 
will have (in terms of “accruals” asso- 
ciated with particular units) more than 
the amounts of subsequent associated 
book cost retirements. After starting 
off together, these two curves do not 
rejoin again until the moment preced- 
ing the retirement of the longest-lived 
units of the group. 

Notice, for instance, in Table IV 
how the retirement of $100 for pole A 
against its own reserve provision of 
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$50 for 1941 left a balance of only $50 
under the group plan. But with respect 
to poles B and C, reviewing the situa- 
tion as of January 1, 1942, the group- 
plan accrual would amount to $100, 
as compared with $83.33 under the 
unit-summation plan—or $16.67 more 
under the former. 

So far we have relied upon retire- 
ment accounting to explain the supe- 
rior position of the unit-summation 
curve. This curve will also always be 
found above the group-plan curve 
within the limits of zero age to date of 
first retirement. This is because dur- 
ing this period the unit-summation rate 
applicable to the entire cost of the 
group must be higher than the average 
rate of the group plan applicable to the 
same base. As a result the accumula- 


tion in the reserve is, of course, also 
higher under the unit-summation plan. 


But why “must” the unit-summa- 
tion ratio be higher during this period ? 
Does not the unit-summation plan in- 


crease the average rate of the group 
plan for the shorter-lived units and de- 
crease that rate for the longer-lived 
units—and are not these increases and 
decreases equalizing in their effect? 
They are equalizing in their ultimate 
effect of “total accruals produced,” but 
there is a net increase in rates and “ac- 
cruals” under the unit-summation plan 
that prevails at least to the date of first 
retirement. This is due to a sort of 
process of compression that we shall 
explain by example. 


ors charts Al, A2, and A3 can be 
visualized as three different ar- 
rangements of three strips of paper, 
each representing a year’s accrual for 
the years 1941-3, under the group plan, 
the unit-summation, and a direct su- 
perimposed comparison of the two 
plans. In Chart A-1 we have the group- 
plan setup; our strips are all one inch 
wide. But one strip representing 1941 
is 14 inches long (composed of three 
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one-half inch blocks for poles A, B, denced by the distorted blocks. The 
and C). The next strip (1942) is an middle figure (Chart A-2) shows the 
inch long (composed of two blocks for exact differences in annual additions 
poles Band C). The third strip (1943) and subtraction of accruals under the 

is a single half-inch block (pole C). two plans, respectively. 
Total area is three square inches. At The important point proved by any 
$100 an inch, this area totals $300 such rearrangement of strips is that 
j with $50 assigned to each one-half inch there must be a compression to the left 
block. resulting in more being added to the 
Look what happens when we shift first or leftmost strip than is deleted 
to our unit-summation plan (Chart therefrom when converting to a unit- 
A-3). We cannot change the total area summation plan. This proves that that 
($300) but we change the length of plan will produce greater accruals 
our strips so as to accrue more for the (higher curve) than does the group 
first year ($183.33), less for the last plan in the period prior to the first re- 
year ($33.33), and less for the second _ tirement; 1.e., the period represented by 

year ($83.33). the leftmost strip. 
Note how the accruals associated 

with each unit have been changed with | ng us go back now to the intermedi- 
respect to yearly progression as evi- ate or age-life curve on Chart A. 
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The unit-summation curve tends to 
pull this middle curve up because both 
these curves are predicated upon the 
assumption that there is no influence 
exerted upon the balance in the reserve 
by the units which have been retired. 
Before the first retirement the unit- 
summation has no influence on the age- 
life curve. The latter remains coinci- 
dent with the group-plan curve at this 
stage. 

Next, the group-plan curve tends to 
pull the age-life curve downward be- 
cause both these curves are predicated 
upon the assumption that the reserve 
has been built up and will continue to 
be built up by the application of aver- 
age rates. But the age-life curve is only 
“halfhearted” in this respect, apply- 
ing it only to the average life of sur- 
vivors after the first retirement, where- 
as the group plan applies this assump- 
tion to the average life of all of the 
original members of the group. This 
is another reason why these two curves 
are coincident before the first retire- 
ment ; i.e., because the “original mem- 
bers” and the “survivors” are identical. 

After the penultimate retirement the 
age-life curve coincides with the unit- 
summation curve because with respect 
to the last unit the average-life and in- 
dividual-life concepts as to surviving 

units automatically become identical. 

It follows from this comparison that 
if a reserve requirement is excessive 
on the unit-summation basis (because 
of its failure to recognize proper ap- 
portionment of book cost on the basis 
of service capacity), then the age-life 
computation must also be in excess, al- 
though to a lesser degree (developing 
after the first retirement). It would 
further appear that the age-life-of- 
survivors computation is neither fish 
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nor fowl, but a vacillating, if not ec- 
centric, compromise between the two.” 


gm notice should also be di- 
rected toward one more plan of 
determining reserve requirement under 
the straight-line method. It is usually 
called the “old ICC unit plan,” be- 
cause it was prescribed in the Interstate 
Commerce Commission accounting 
regulation for steam railroads and 
other carriers until a fairly recent sub- 
stitution of the group plan in most 
cases. For comparative purposes, this 
“old ICC unit plan” has been projected 
on our Chart A. (See page 409.) 

This old ICC plan was based on the 
average life of the units of a simul- 
taneously acquired group. That part of 
a particular unit cost (not represented 
by salvage or by “‘booked accrual” toa 
date of retirement prior to the expira- 
tion of the average life of the group) 
is charged at retirement to a special ac- 
count designated as retirement ex- 
pense. 

After average life has been reached, 
there is no further accounting for the 
depreciation of the surviving units of 
the group despite the fact that there 
may be substantial additional life of 
many units of the group. As evidenced 
in Chart A, this plan produces a com- 
puted-reserve requirement, and a coor- 
dinated-reserve balance, far in excess 
of the other plans. 

7 The fickleness of the age-life computation 
in “joining up” with unit summation in the 
final stages of the reserve accruals is demon- 
strated by the change in the age-life reserve on 
the first day of the years 1942 and 1943. On 
January 1, 1942, the amount of decrease from 
the previous day would be $70. On January 1, 
1943, the amount of decrease from the pre- 
vious day would be $94.33. These amounts are 
obviously not associable with the retired 
amounts of $100 or anything like the true serv- 


ice-capacity cost retired. They are the product 
of inconsistency. 
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= separate determination of a 
depreciation rate for each unit of 
a group, as in the unit-summation plan, 
is theoretically sound, provided that 
such individualized rates are applied to 
properly weighted service-capacity 
unit costs (with due consideration of 
net salvage) rather than to superficial 
or conventional “unit costs.” Such a 
scientific reconcilement of the group 
and unit-summation plans is, however, 
impractical of application. Fortunate- 
ly, this particular obstacle of impracti- 
cability may be easily surmounted by 
fully pursuing the group plan (often 
described as an age-life plan, since it 
is really an adequate modification of 
the superficially deceptive “simple- 


ratio age-life plan”). In pursuing the 
group plan the “current booked ac- 
cruals” are the same as would be pro- 
duced by the aforementioned imprac- 
tical plan of scientific reconcilement. 

Moreover, pursuit of the group plan 
does not produce a misstatement—es- 
timates being accurate—of net book 
cost (plant investment less deprecia- 
tion reserve). It may be said, however, 
from the standpoint of the aforemen- 
tioned strictly scientific treatment, that 
upon the retirement of any single unit 
of the group (excepting one of exact- 
ly the average life) there is an innocu- 
ous misstatement of the plant account 
exactly compensated by a misstatement 
of the depreciation reserve. 





Why Standard Gauge Track? 
N oBopDy seems to know exactly just why so-called “standard 


gauge” happened to become popular and finally accepted 
for railroad construction—and subsequently for streetcar tracks 
and motor vehicles. The B&O Railroad, which began its con- 
struction between Baltimore and Ellicott City, Maryland, on 
July 4, 1828, adopted the gauge of 4 feet, 94 inches, because 
it was one of two gauges then popular with the beginnings of 
railroading in England—the other gauge being 54 feet. 

It was not, however, until the Civil War railroad construction 
under the presidency of Abraham Lincoln that this gauge 
adopted by the B&O was made standard for the whole na- 
tion. But marks worn in the Appian Way, however, prove that 
this gauge was used by the Romans in making their carts. The 
late Daniel Willard, veteran president of the B&O Railroad, 
suggested that it probably grew out of the fact that 4 feet, 94 
inches, is the approximate width between the longitudinal 
middles of a pair of work horses walking side by side—the cart 
wheels being placed in the extension of these lines. 

Other European nations than Great Britain followed the 
wider gauge for many years, however, and generally to the 
discomfort and transportation difficulty of the nation using it. 
Progress in Australia was set back considerably because the 
state railroads could not agree on common gauge track. Some 
historians have estimated that Czar Alexander of Russia set 
progress in his nation back fifty years by insisting on wide- 
gauge track as a defense measure—his theory being that it 
would ftrevent invading forces from other nations from using 
standard gauge equipment in Russian territory. 
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Electricity Out of Coal! 


A preposterous statement, in the opinion of the 

author, which leads people to think that a load of coal 

comes in at one end of the power plant and goes out 
of the other end as kilowatts. 


By GEORGE KERR 


Mend your speech 
Lest it mar your fortune 
—Kinc LEAR 
* 


WEN D. YOUNG, some years 
O ago, said, “The danger is that 
the growth of our industry will 

outrun public understanding.” 

At intervals, the electric utility com- 
panies announce to themselves that, in 
the interests of better public relations, 
it is desirable for the public to under- 
stand the electric companies ; to under- 
stand something of the workings of 
the business. 

Then, as a step in carrying out this 
most laudable intention, they go 
around making such preposterous 
statements for public consumption as, 
“We make electricity out of coal!” 

Naturally this leads people to think 
a load of coal comes in at one end of 
the power plant and goes out at the 
other end as a load of kilowatt hours. 

The impression is created that elec- 
tricity is imprisoned in every lump of 
coal and in some mysterious manner 


the electricity is liberated and sent over 
the wires to the customers, 

Now what do people think when 
they find out the truth about this— 
when they discover that all the compa- 
nies do with the coal is to use it in the 
most basic, elemental, fundamental, 
plain, ordinary way known to man- 
kind ? 

They just burn it. 

They use it for the same purpose 
grandma used it in the kitchen stove 
—to get heat. 

The coal is burned to heat water, to 
make steam, to run a machine that 
makes electricity. 

There are those in the industry who 
try to whip up a justification of “we 
make electricity out of coal” by com- 
ing out with a fine-spun dissertation to 
the effect that when the coal is burned 
the latent energy therein—heat—is 
liberated. This form of energy, the 
heat, is applied to water to generate 
still another form of energy—steam. 
This form of energy is applied to a 
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turbine to generate yet another form 
of energy. This time it is mechanical 
energy because it is work done by a 
machine (and energy is the capacity 
for performing work). This energy is 
applied to another machine, a genera- 
tor, to generate energy in still another 
form, which, even though it comes 
from a machine, is not mechanical en- 
ergy. It is, lo! the object of our quest, 
electric energy—electricity. 


N°’ what has the lowly lump of 
coal to do with this scintillant 
evolution we have come upon? The 
coal is four generations removed from 
the electricity. 

It passed out of the picture when it 
was burned and became ashes. 

The grimy coal is not as closely re- 
lated to the electricity as the grubby 
chrysalis to the diurnal lepidopter 
(butterfly to you). 

It is about as fair to say electricity 
comes from a black substance formed 
by partially decomposed vegetable mat- 
ter as it is to say some of our “first 
families” are felons and cutthroats be- 
cause maybe their ancestors, four gen- 
erations or so ago, were dumped upon 
these shores from the overstuffed 
prisons of the old world. 

Then, how about the electric power 
plants (excuse it please, generating 
stations ) where natural gas is used for 
fuel, to heat the water, to make the 
steam that runs the machine that 
makes the electricity ? 

Why don’t the people in those com- 
panies go around saying, “We make 
electricity out of natural gas!” ? 

Or do they? 


|, Wess why should the fuel get 
all the credit? Isn’t it just as rea- 
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sonable to say we make electricity out 
of the water or the steam? 

Water! 

Oh yes, that’s right, they did say 
they made electricity out of water. At 
least they did say it. But that has sort 
of died out due to people complaining 
“Water is free! Where do you get off 
charging those terribly high rates?” 

But it did sound awfully, well, ro- 
mantic, when it was first hit upon. 
“White coal” they were wont to call 
water used in a hydroelectric generat- 
ing plant. (Excuse me, “station,” I 
mean. ) 

Of course, even then, there was 
about as much justification in saying 
electricity is made out of water as it 
would have been in olden times for 
someone to claim bread was made out 
of water because water ran the water 
wheel in the old mill where the grain 
was ground into flour. 

Instead of saying ““We make elec- 
tricity out of coal,” why not do the 
job right and tell how electricity ac- 
tually is produced? 

Lots of people don’t know, you 
know. 

You expostulate, “Oh, that’s too 
complicated, too technical. People 
would not be interested !” 

Well, you remember what G. K. 
Chesterton said, “There is no such 
thing as an uninteresting subject. 
What really exists is an uninterested 
person.” 


| -~anegennsaap it has been done. 
Two very excellent examples come 
to mind. One by Ash Collins’ Reddy 
Kilowatt people and another by Du- 
quesne Light Company of Pittsburgh. 

So effective was the latter that the 
company received a large number of 
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requests tor copies from the Pitts- 
burgh schools and other institutions of 
learning. 

Then, too, the advertising men of 
the electric companies are exceptional- 
ly competent gentry. Turn those boys 


loose on the assignment and they'll 
come up with a bang-up job. 

Howsoever, whether it be done or 
not, there may be a soupgon of sapience 
in the decision to stop saying, “We 
make electricity out of coal!” 





Read Any Good Riddles Lately? 
(Answers to these “What’s This” jingles on page 422.) 


1 


What roams all over city streets, 

But rarely comes to light? 

And if it ever comes to light, 

It makes the meeting bright? 

What smells so good around one end, 
With fragrant eats and drinks, 

While at the other end you'd say 
Confidentially, it stinks? 


2 


What hits the spot, but not enough, 
To make it hit is really tough, 

With feathered tail and pointed nose, 
It keeps the fellows on their toes? 


3 


W hat travels in pairs but not very far? 
Supposes to be square and generally are ; 
Cursed by some people, worshiped by others; 
Prayed to and played to 

And bounced like bad brothers? 
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Strikes and the Cost of Living 


There is no magic in high wages per se, declares the 
author. What is needed are not increased wages that 
buy less and less, but wages that buy more and more. 


By H. S. PERCIVAL 


UMAN nature being what it is, 
H and what it seems likely to 

continue to be, the generality 
of mankind may be expected to strive 
more or less constantly for economic 
advancement. Almost everyone, there- 
fore, may be counted on to do, more 
or less energetically, what in his opin- 
ion will aid his progress. Admittedly, 
the method employed is too often that 
of the hold-up man since not enough 
of us, nations as well as individuals, 
have yet learned that we do not last- 
ingly advantage ourselves by despoil- 
ing our neighbor. Nevertheless the 
profit motive is not in itself wrong and 
the urge to better oneself is a good 
healthy itch. 

For practically all of us getting 
ahead means getting more income. 
More income makes possible more 
outgo either for investment or for the 
purchase of more (or better) goods 
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and services. If invested it is with the 
hope of financial gain which is useless 
unless finally spent for goods or serv- 
ices. So it all boils down to the fact 
that we want more money—wages in 
the broad sense of the term—in order 
to have a bigger house, to buy better 
clothes, or to send the boy to college; 
in other words, to exchange for some- 
thing we want but can’t very well ob- 
tain in any other way. 

For the wage earner there are two 
general ways in which he can increase 
his income. He can do a better job— 
t.e., more work better work, or both— 
or he can join his fellow workers 
and demand more pay for the same 
job. As to the first, we have all encoun- 
tered the disgruntled employee who 
claims, and occasionally with justice, 
that his boss’ real name is Simon 
Legree and that working his head off 
would get him precisely nowhere; but, 
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by and large, outstanding enterprise ts 
rewarded. As to the second method, 
a few strikes may have failed of their 
objective but newspapers are continu- 
ally reporting that through interfer- 
ence with production, or the threat of 
interference, this or that business has 
been forced to grant an increase in 
wages. Ordinarily then, either method 
can be counted on to produce results, 
but—and this is the important point— 
the results are not the same. In the first 
case, where by improving his output an 
individual gets an increase in wages, 
he has not only advanced himself but 
he has contributed something to the 
business of which he is a part and both 
he and the business share in the profits. 
Furthermore, nothing has been taken 
away from anybody. 


ONSIDER now the second method. 


A group of workers in a factory, 
let us say, strikes for higher wages— 
and get them. Assuming no appreci- 
able increase in factory output—and 
why should there be under the condi- 


tions—the owners of the business 
must (1) take the loss, (2) take part 
of the loss and pass on the balance to 
the consumer in the form of higher 
prices, or (3) pass the entire increase 
to the consumer. And the results ? Low- 
er profits, higher prices, or both. If the 
profits are lower the purchasing power 
of the owners and, consequently, the 
possibility of expanding the business 
are reduced correspondingly. If prices 
are raised business tends to slow up. 
In either case something is taken away 
from somebody. 

But the matter does not stop there. 
Suppose the group who wangled the 
raise in pay was, for illustration, the 
furniture makers at the “A” factory. 
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Their boost in wages is no secret. 
Newspapers publish the fact and those 
in the city where the “A” company’s 
plant is located give a round-by-round 
description of the fight, including in- 
terviews with representatives of both 
sides. Therefore, the workers in every 
other furniture factory know all about 
it and—human nature being what it is 
—they are going to have an increase, 
or else. 


KY if the boost in the “A” com- 
pany went through without pub- 
licity, other furniture makers, and la- 
bor generally, will learn of it because 
union agents and labor leaders (who 
are just as anxious to hold their jobs 
as anyone else) make a point of being 
currently informed on such matters, 
and it is as certain as death and taxes 
that they would lose no time in point- 
ing out to the workers in the “B” plant 
and the “C”’ factory the rank injustice 
of being forced to continue at their 
present miserable wages in the face of 
the higher wages paid at the “A”’ fac- 
tory. Therein, incidentally, lies one of 
the most difficult problems in the whole 
field of labor. A labor leader to be 
worth his salt must constantly be 
pointing an issue—an injustice to be 
corrected, an inequality to be leveled 
out—and if there isn’t one at hand 
ready made, so to speak, there are 
strong inducements to create one out 
of whole cloth. 

However, to go into that problem 
would take us beyond the scope of this 
discussion; so let us get back to our 
furniture makers. When we do, and 
the returns are all in, we shall find that 
furniture makers generally are getting 
higher wages and that the price of 
furniture has gone up, or the quality 
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has gone down, or both in varying de- 
gree. 


- how about the machine tool 
workers? Shall they sit idly by 
while their friends and neighbors in 
the furniture industry enjoy the bene- 
fits of more money in their pay en- 
velopes ? The answer is that unless the 
machine tool workers are taken care 
of also, sitting idly by is just what they 
are likely to do, and, although conced- 
edly it is all wrong, it would be hard 
to blame them very much. And so it 
goes. 

The plumbers have just as good 
a case as the machine tool workers and 
there is no earthly reason why they 
should be-discriminated against. If the 
plumbers, why not the carpenters, the 
mine workers, the elevator operators, 
and so on through the list ? It is a chain 
reaction that has no natural stopping 
point. 

So in this way labor costs per unit 
produced have gone up and up, and, cut 
it how you will, higher labor costs per 
unit inevitably spell higher prices. 
While a few items—notably electric 
power and telephone service—have, 
through technological advances, held 
the level or even decreased, the price of 
the great bulk of the items of daily liv- 
ing, necessities as well as luxuries, has 
climbed steadily upward. 


anlar this, however, still it 
must be admitted that a general 


wage increase to a sizable group of 
workers produces a considerable eco- 
nomic stimulus. And suppose the 
movement does spread to other labor 
so that sooner or later the cost of living 
is increased to everyone. In the mean- 
time the groups that got in early are 
getting more income and, when the cost 
of living catches up, the whole thing 
can start over again. It is a poor labor 
leader who can’t keep his group at least 
even with the game. 


Wt there are at least three things 
wrong with that picture. In the 
first place a general wage increase for 
a group means that the incompetent or 
lazy worker is moved up along with 
the competent and enterprising, which 
is wrong psychologically as well as 
economically. Not only that, but 
group increases and the attendant ne- 
gotiations lead to wage schedules with 
fixed starting rates, fixed progression 
increases with time, more or less re- 
gardless of merit, and with fixed ceil- 
ings (fixed, that is, until the group 
concerned declares the deal off and 
starts over again). These rigid sched- 
ules make it difficult, if impracticable, 
to reward the capable and energetic 
worker beyond his fellows except by 
transfer to another group, which is 
often neither feasible nor desirable. 
They destroy incentive and lower 
morale and the whole scheme is con- 
trary to the sound principle of com- 
pensation in proportion to value. 


e 


income. More income makes possible more outgo either for 


q “For practically all of us getting ahead means getting more 


investment or for the purchase of more (or better) goods 
and services. If invested it is with the hope of financial gain 
which is useless unless finally spent for goods or services.” 
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- the second place, a group increase 
is in most instances the result of 
group pressure, that is, pressure on 
management, on the owners, and fre- 
quently on the public; and about the 
easiest way of exerting such pressure 
is to stop work, or threaten to do so. 
The economic disturbance—the losses 
and dislocations—resulting from a 
stoppage of work by even a small 
group is bad enough, but a more seri- 
ous aspect of the matter is that such 
group action, whether or not it culmi- 
nates in a strike, immediately creates 
in effect an armed camp with the em- 
ployees on one side arrayed against 
the management and the owners on the 
other and, as the average worker sees 
it, with the management actively hos- 
tile to the employees. 

The situation is clouded with bitter- 
ness and suspicion and the majority 
of the employees are convinced that 
their interests are directly opposed to 
those of management and the owners 
when, as a matter of fact and in the 
very nature of the case, the interests 
of the employees, the management, 
and the owners are mutual. Whatever 
hurts one, that, in the long run, works 
to the detriment of the others; what- 
ever benefits one is, over the long pull, 
to the advantage of the others. The 
term “employees” as here used is in- 
tended to connote generally the non- 
supervisory workers. Actually, of 
course, “management” consists of em- 
ployees. 


the third place something is defi- 
nitely taken away from somebody 
and that “somebody” includes the wage 
earner himself. Not only does an in- 
crease in the cost of living impose a di- 
rect loss on that large group of people 
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whose income is more or less fixed, but 
it also penalizes the workers whose in- 
creased wages are responsible for the 
situation. An “increase in living costs” 
is merely one way of saying “a de- 
crease in the purchasing power of the 
dollar,” which means that every insur- 
ance policy which the wage earner has 
been carrying as protection for his wife 
and family is marked down. 

True, the policy pays the number of 
dollars called for but the dollars are 
no longer worth so much and as a re- 
sult his wife and family will not have 
the protection which he counted on and 
paid for when he took out the policy. 
Likewise, every dollar of savings that 
he has put away for the rainy day has 
shrunk in value—it won’t buy what it 
would when he earned it. Similarly, 
every dollar of retirement pay, every 
unit of social security, has lost some of 
the security it was expected to provide. 
So, while his increased wages may 
temporarily meet the increase in the 
cost of living, the very wage earner 
who demanded and got the increase is 
actually in worse state than before. 


Py ecn then, permanent economic 
improvement, better standards of 
living, and the good things implicit 
therein, are not to be attained by dog- 
chasing-his-tail gyrations around the 
spiral of group wage increases, in- 
creased living costs, and more group 
increases to meet still higher living 
costs. It is equally clear that mankind is 
far from having reached the limit of 
economic progress if, in fact, there is 
a limit. Consequently there must be a 
solution and, since practically all men 
depend for their livelihood on wages in 
some form, the solution must involve 
wages. This brings us back to our 
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STRIKES AND THE COST OF LIVING 





Higher Labor Costs Spell Higher Prices 


“ _.. labor costs per unit produced have gone up and up, and, cut it how 

you will, higher labor costs per unit inevitably spell higher prices. While 

a few items—notably electric power and telephone service—have, through 

technological advances, held the level or even decreased, the price of the 

great bulk of the items of daily living, necessities as well as luxuries, has 
climbed steadily upward.” 





original premise ; namely, that there are 
two ways by which the income of wage 
earners can be increased. The second 
way—browbeating management into 
paying more money for the same job— 
brings in more dollars but defeats its 
own purpose by cheapening the dollars 
so that in the end there is little or no 
increase in real wages. This being the 
case the solution must lie in the first 
way ; t.e., doing a better job. 

Doing a better job means improving 
the output by increasing quantity, im- 
proving quality, or both. The problem 
resolves, then, into finding ways and 
means of improving output and in such 
a manner that wages are kept in sound 
relation to the cost of living. 


Te technological and ad- 
ministrative developments much 
has already been done to improve out- 
put. Witness the increase in the num- 
ber of communication channels per line 
conductor, the increase in kilowatt out- 
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put per dollar of investment in gener- 
ating machinery, and the increase in 
bushels of wheat and pounds of cotton 
per acre. These and thousands of other 
“improvements in output” all tend to 
lower the cost of living, and note that 
a 10 per cent decrease in living costs 
gives the wage earner a greater in- 
crease in purchasing power—.e., real 
wages—than does a 10 per cent increase 
in wages with living costs remaining 
the same. Note also that these improve- 
ments in output are in every case the 
result of someone’s doing a better job. 

While a great deal has been accom- 
plished through “improvements in the 
art,” much more remains to be done; 
but that rests largely in the hands of 
management and the highly trained 
employee. What can be done in the case 
of the day-to-day job of the average 
worker? Fortunately, in almost every 
group of workers there are a few who 
have a strongly developed urge to get 
ahead and who are not allergic to work. 
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By sheer enterprise such men and wom- 
en generally move into supervisory 
positions and, ultimately, where quali- 
fied, into executive positions. 


te in the great majority of em- 
ployees the flame of ambition is 
not a consuming fire. While they wish 
to advance economically, their interest 
in the job goes little beyond its function 
as a means of livelihood, and prospec- 
tive promotion is not enough to inspire 
them to efforts much in excess of the 
minimum required to insure their place 
on the payroll. In many cases also they 
are handicapped by the deadening ef- 
fect of that all-too-frequent result of 
so-called collective bargaining—wage 
schedules. In such cases the young em- 
ployee may well ask why he should ex- 
ert himself when wage increases ar- 
rive automatically with the passage of 
time. The older employee who is at or 
near the wage ceiling for his group, and 
who is more or less anchored by his 
years of training in that group, is not 
likely to feel any great urge to improve 
his output. It is these conditions which 
make the problem difficult and not the 
least of the difficulties is the fact that, 
of the two methods of getting an in- 
creased income, waving the big stick of 
concerted work stoppage is easier ; it is 
more exciting, and to the average 
worker it appears to produce the re- 
sults he is after. 

Difficult though it is there are two 
lines of attack on this phase of the 
problem which not only hold promise 
on the basis of theoretical considera- 
tions but have been found effective in 
practice. 

Incentive Pay 
ne nature being what it is, 
self-interest is paramount and if 
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an employee is convinced that it is 
definitely and immediately to his inter- 
est to turn out more work, or better 
work, there are few who will not re- 
spond. One way of convincing him is 
through incentive pay, and if this leads 
to jettisoning wage schedules so much 
the better. The president of a manu- 
facturing company reports the results 
of a trial of an incentive system in 
terms which leave no doubts as to im- 
proved output in his company and he 
adds something still more important: 
“This incentive has changed our 
workers from people who are working 
at a job at so much an hour into people 
who feel their success is tied definitely, 
completely, and proportionately into 
the success of the company itself.” 
Furthermore, he states that in the ten 
years’ trial period (which ended in 
1943) the average wages of the worker 
went up from $1,300 per year to over 
$5,400, dividends increased from $2.50 
to $6, and the price of the product de- 
creased about 60 per cent. Clearly, the 
management, the owners, the em- 
ployees, and the purchasing public all 
benefited—and nothing was _ taken 
away from anybody. While other cases 
could be cited, the opportunities in this 
field have scarcely been touched. Ob- 
viously, no one formula would apply 
generally and no doubt each case would 
present difficulties, but for companies 
which manufacture or process com- 
modities the plan has great possibilities. 


Profit Sharing 


Fe some companies, particularly 
those whose product is service, 
measurement of employee output and 

1From an address by James F. Lincoln, 


president of the Lincoln Electric Company, 
Cleveland, Ohio. 
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“THERE is no magic in high wages PER SE; it is only by 
making more goods and services available to more people at 
lower cost that the wage earner really benefits from increased 
income and this is not to be accomplished by group wage 
increases not tied in with improved production. Such in- 
creases lead inevitably to wages that buy less and less. What 
is needed are wages that buy more and more.” 


proportionate compensation may not 
be practicable. In such cases the incen- 
tive to more and better work may well 
take the form of a share in the profits 
over and above wages. Here again 
there is a variety of methods and no 
one plan fits all cases but employee 
ownership of stock in the concern is 
feasible in many instances. There is 
nothing that so changes the attitude of 
the average worker toward company 
property, company time, and company 
profits, as the ownership of an interest 
in that company and the regular re- 
ceipt of a share of the profits. 

Some assistance in acquiring stock 
would usually be essential in making 
the plan attractive and in securing a 
wide spread, particularly among the 
younger and lower paid employees, but 
any reasonable outlay would generally 
be a sound investment. There is reason 
to believe that the money often spent 
in providing elaborate rest rooms, 
company libraries, and entertainment 
such as movies, etc., would be more 
profitably invested in helping the work- 
ers obtain a share in the enterprise— 
and with better effect on employee 
morale. It is even possible that in some 
companies stock holding by employees 
of more than a few years’ service could 
to advantage be made mandatory—of 
course with appropriate escape pro- 
visions for special cases. 
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HE above two approaches to this 

part of the problem, although dis- 
cussed separately, are not mutually ex- 
clusive and there may well be instances 
where they could be combined to good 
purpose. However, neither of these 
plans develops its full effectiveness un- 
less it is so administered that the em- 
ployee not only feels he is sharing in 
the profits but that he has a real stake 
in the enterprise, and that his welfare 
is closely tied in with the welfare of the 
company. 

Top management too often for- 
gets that nonsupervisory employees 
are also “management” in the true 
sense of the term, in that those em- 
ployees deal directly with company 
property, with company time, and fre- 
quently with the public on company 
business. 

Consequently, and by virtue of 
their numerical superiority, they con- 
stitute an important factor — some- 
times a dominant factor—in the suc- 
cess or failure of the enterprise. This 
being the case, would it not be good 
business, as well as good ethics, to pro- 
vide them (through their representa- 
tives) with a place in company coun- 
cils, to secure their views in connec- 
tion with important company projects 
—in general, to recognize, and capi- 
talize, the fact that they are partners in 
the enterprise? 
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N° doubt there are approaches to 
the problem other than those 
discussed herein, but from a strictly 
economic standpoint the essential fea- 
ture of any successful attack on the 
problem lies in obtaining an increase 
in quantity (or quality) of product at 
a cost less than the market value of the 
increase. Only in this way can aug- 
mented employee income represent a 
real and enduring gain. There is no 


magic in high wages per se; it is only 
by making more goods and services 
available to more people at lower cost 
that the wage earner really benefits 
from increased income and this is not 
to be accomplished by group wage in- 
creases not tied in with improved pro- 
duction. Such increases lead inevitably 
to wages that buy less and less. What 
is needed are wages that buy more and 
more. 





Which Will You Have? 


74 O NE of the strongest arguments being put forth to pros- 

pective purchasers of public utility district bonds on 
the Pacific coast is the fact that such districts are not subject 
to state regulation of rates like the private power companies. 
They charge what the directors order. A clause in the ordinance 
of atypical PUD states that ‘The district shall reserve the right 
to charge and collect the rates provided, and to change said 
rates at any time by ordinance.’ Consumers can take it or leave 
it. This is public ownership. 


“On the other hand, consumers served by an investor-owned 
electric company have a powerful and conclusive voice to speak 
for them in the matter of electric rates, the utilities commission. 
The commission, as a public body, keeps a watchful eye on 
every dollar of revenue collected by the private utilities. The 
public interest is a primary concern. No electric company can 
‘reserve the right’ to change rates at ‘any time.’ This is pri- 
vate ownership.” 

—Excerpt from Industrial News Review. 





Answers to page 414: 1. Gas pipe. 2. A dart. 3. A pair of dice. 
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Government Utility 
Happenings 


Krug Takes Interior's Reins 
Without Policy Commitment 


Tt 4 HILE I feel strongly that the 

TVA has done great good for 
the people of the Tennessee valley, I 
don’t know that similar projects would 
be the best way for other regions. I won’t 
know until I study the problems involved 
in each area.” 

With those words Julius Albert Krug 
disposed of one of the “$64 questions” 
put to him by a Senate committee inves- 
tigating his qualifications as President 
Truman’s appointee for Secretary of the 
Interior. This answer—as to his view- 
point upon proposed valley authorities— 
and the rest of his testimony evidently 
pleased the Senate, which speedily and 
unanimously confirmed his appointment. 
Then, after a brief vacation, “Cap” Krug 
on March 15th took over the Cabinet post 
angrily vacated some two weeks earlier 
by Harold Ickes. 

In the above quotation and in other 
statements before the Senate committee, 
“Cap” Krug made it plain that he was 
going into his new job without commit- 
ments upon “valley authorities,” public 
power, tidelands oil, or any of a dozen 
other controversial situations into which 
his predecessor had leaped with both feet. 
In fact, Krug’s expressed determination 
to “study the problem” was in refreshing 
contrast to the Ickes policy of making 
swift and often rash decisions on public 
issues, ranging from the development of 
atomic energy to the advisability of cer- 
tain of President Truman’s appoint- 
ments. It is almost certain that Secretary 
Krug will confine his known abilities as 
an administrator to running the Interior 
Department and, even there, probably 
will make no hasty decisions. 
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HE new Secretary has come a long 

way since his days as a student at 
the University of Wisconsin, where he 
majored in public utilities administration. 
After college he spent eighteen months 
with the research department of the Wis- 
consin Telephone Company, then joined 
the Wisconsin Public Service Commis- 
sion. He was “loaned” by the state agency 
to the Federal Communications Commis- 
sion, assisting in the latter’s investiga- 
tion of the American Telephone and 
Telegraph Company. Later, as manager 
of power operations for the Tennessee 
Valley Authority, he took part in the 
negotiations for the purchase of Com- 
monwealth & Southern facilities. 


The war brought Krug to Washington, 
first with the OPM, then with its suc- 
cessor, WPB. As head of WPB’s Office 
of War Utilities, he won the respect of 
private industry for his common sense 
and just dealing. When he succeeded 
Donald Nelson as chief of WPB, he 
gained high regard for his administra- 
tive ability in straightening out the 
tangled affairs of that agency. He entered 
private business as an engineering con- 
sultant at the close of the war. 


Though he became Secretary of In- 
terior without commitment on any 
matters of policy, “Cap” Krug sooner or 
later may guide his department away 
from some of the theories pursued by 
Ickes, with whom he frequently clashed 
during his WPB days. An indication of 
one major policy change may have been 
Krug’s assertion to the Senate committee 
that he favored “an economy that oper- 
ates as freely as possible without govern- 
ment interference.” 

Meanwhile, Harold Ickes, still irate 
over the President’s hasty acceptance of 
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his resignation, signed a contract to write 
a column for the left-wing New York 
Post. Washington wags suggested that 
the column be entitled “Curmudgeon in 
a Dudgeon.” 


* 


Co-ops Warned of Opposition 
At NRECA Convention 


EPORTsS of mounting opposition to the 
federally financed program of rural 
electrification featured the addresses of 
speaker after speaker at the annual meet- 
ing of the National Rural Electric Co- 
Operative Association. At the close of the 
3-day sessions (March 4th, 5th, and 6th) 
in Buffalo, New York, the association 
had voted to take aggressive action to 
meet this reported opposition. 
Principal activities scheduled in this 
connection, as indicated in resolutions 
adopted during the meeting, include: 


1. Vigorous opposition to current 
and possible future efforts to restrict 


the purposes for which the Rural Elec- 
trification Administration may grant 
loans to the co-ops. 

2. A general review of cooperative 
practices in carrying out the objectives 
of the Rural Electrification Act, in 
order to forestall criticism of the co- 


ops. 

3. Active support of “the public 
power program now under considera- 
tion in Congress.” 


Only the Harris Bill (HR 5555) drew 
specific fire in the association’s resolu- 
tions. However, several speakers, includ- 
ing Senator Robert M. LaFollette of 
Wisconsin and Clyde T. Ellis, executive 
manager of NRECA, attacked this meas- 
ure and other bills containing provisions 
which would restrict REA’s lending au- 
thority. Ellis, who operates out of 
NRECA headquarters in Washington 
and more than once has advised Con- 
gressmen as to the demands of the asso- 
ciation’s membership, blasted the House 
committeemen who submitted the Harris 
Bill. 

This committee, he recalled, had been 


studying for more than a year the Poage 
3ill (HR 1742), which would have given 
REA $585,000,000 for lending purposes 
over a 3-year period—with no strings at- 
tached. The committee was unable to 
agree on amendments for this measure, 
and its chairman, Representative Oren 
Harris, Arkansas Democrat, introduced 
a bill to replace it. The substitute measure 
would give REA $150,000,000 in loans 
for each of the next three fiscal years and 
would require Federal Power Commis- 
sion or state commission approval of 
loans for constructing generating plants 
or transmission lines. 


“Area Coverage” Endorsed 


HE association endorsed a resolu- 

tion favoring “complete area cover- 
age” by all cooperatives taking part in the 
rural electrification program after hear- 
ing pleas for action along these lines by 
REA Administrator Claude Wickard 
and other speakers. Wickard warned the 
gathering that certain Congressmen had 
complained that some cooperatives, after 
receiving REA loans and getting their 
power facilities, had been reluctant to ex- 
tend electric service to scattered farms in 
their areas. This practice he termed as 
“unthinkable” and unjustifiable to the 
critical Congressmen. 

Deputy REA Administrator William 
J. Neal also declared that the time had 
come for the co-ops to make sure that 
they were getting good management, that 
their accounts were kept in accordance 
with accepted accounting practices, and 
that their rates were revised to reflect “the 
true condition and value of the individual 
cooperatives.” Such rate revision, he 
added, was necessary to insure the suc- 
cess of the “complete area coverage” pro- 
gram. These remarks aroused specula- 
tion among some observers as to whether 
many co-ops would be forced to increase 
their retail power rates in order to extend 
their lines to very thinly populated areas. 

Neal plumped for public power proj- 
ects in general and the proposed St. 
Lawrence seaway development in partic- 
ular, by charging that the price of power 
has steadily increased in the northeast- 
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GOVERNMENT UTILITY HAPPENINGS 


ern states, where there are no public 
power projects. REA co-ops, he added, 
pay more for power in this area than any- 
where else in the United States. Senator 
LaFollette also made a brief for public 
power projects, which, he said, “mean 
lower rates to REA cooperatives.” 

“The public power program now under 
consideration in Congress,” to use the 
wording of the NRECA resolution, evi- 
dently includes the St. Lawrence seaway 
proposal, appropriations for transmission 
lines and steam-generating plants of the 
Southwestern Power Administration, 
and for transmission line construction by 
the Bonneville Power Administration and 
the Bureau of Reclamation. All these 
measures were being studied by various 
congressional committees at the time of 
the convention. [ven before the asso- 
ciation met, however, a group of co-op 
members appeared before the House Ap- 
propriations Committee to support the 
budgetary requests of the Southwestern 
Power Administration. 


Te association failed to act upon a 
proposed resolution favoring the 
abandonment of the sale of electrical ap- 
pliances by codperatives in areas already 
served adequately by appliance mer- 
chants. This proposal met considerable 
opposition when it was submitted during 
an open forum session. Typical of the 
objections were those of a midwestern 
co-op official, who declared that his co- 
Operative was doing a mail order business 
in electric bulbs which amounted to total 
sales of 15,000 bulbs annually. 
Previously, Representative W. R. 
Poage, Democrat of Texas and an ardent 
defender of REA in Congress, had urged 
members of NRECA to withdraw from 
the appliance business. Codperatives’ ac- 
tivities in this field, he declared, had 
proved “offensive” to small, independent 
appliance merchants. The co-ops, he 
added, should keep the friendship of these 
small dealers who, in turn, would support 
them in their fight against “more power- 
ful interests.” The expansion of the elec- 
tric co-ops in the appliance trade, he con- 
tinued, would weaken their position in 
retaining their tax exemption privileges. 
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Truman Pledges Support 


es Truman, in a message read 
at the opening session of the meeting, 
pledged his support to the cooperatives. 
“So long as you keep working on the task 
at which you are now engaged, you will 
have the full and active support of this 
nation,” the President wrote. “The ad- 
ministration will provide every possible 
aid.” 

The proposed ban on appliance sales 
was the only controversial issue intro- 
duced and this failed to alter appreciably 
the atmosphere of harmony and coopera- 
tion in which the meeting was conducted. 
This atmosphere contrasted sharply with 
that of last year’s stormy convention at 
San Antonio, Texas, where a large bloc 
of delegates attempted to put the associa- 
tion on record as favoring the reéstablish- 
ment of REA as an independent agency. 

Further attempts along these lines 
probably were forestalled by Secretary of 
Agriculture Clinton Anderson and Ad- 
ministrator Wickard, who assured the 
Buffalo delegates that the Agriculture 
Department had been extremely helpful 
since REA moved from St. Louis to 
share offices in Washington with its par- 
ent department. After asserting that 
“REA now enjoys complete freedom of 
action,” Secretary Anderson indicated 
that the agency derived distinct advan- 
tages under its present setup. He said: 


. .. the needs and wants of the rural people 
in regard to further extension of REA serv- 
ice in unelectrified areas have been very ef- 
fectively presented in congressional circles. 
Those needs are considered by congressional 
committees that understand the programs 
and objectives of the Department of Agri- 
culture. I believe you will find that the REA 
cause has not suffered in this respect, either 
because the agency is a part of the depart- 
ment or because its offices are now located in 
Washington in easy reach of members of 
‘Congress who may desire additional informa- 
tion about the program in their states. 

I wish to assure you that the service of the 
Secretary’s office will at all times be avail- 
able to REA when our support is needed. 


With these sentiments Administrator 
Wickard concurred with the statement 
that “we are now happily situated in the 
(Agriculture) Department.” 
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Wickard Scores Utilities 


ICKARD keynoted a general attack 

by a number of speakers upon the 
competition of private utility companies. 
This competition he described in the fol- 
lowing language: 

We are facing a bolder and perhaps a more 
desperate opposition from private utilities at 
this time than REA has ever before experi- 
enced. This opposition extends from cream- 
skimming spite line activities in areas laid 
out for development by co6peratives to the 
maintaining of a strong lobby in Washing- 
ton. A nation-wide advertising campaign in 
the weekly and daily press, in nationally 
circulated magazines, and on the radio net- 
works is being carried out. State legislatures 
and regulatory bodies, as well as the national 
Congress, are being flooded with utility pro- 
posals for various restrictive measures to be 
applied to the REA program. 


As in other recent speeches, Wickard 
deplored the fact that a few co-ops had 
chosen to sell out to private power com- 
panies and that it seemed possible that 
more sales would follow. He expressed 
distrust of offers of reduced rates and ex- 
panded service by the private utilities, 
declaring that the private companies “are 
in business for just one purpose .. . to 
obtain profits from consumers’ power 
bills.” 


ta attack was continued, even more 
vigorously, by Clyde Ellis. Ellis’ re- 
marks on the private power companies 
covered a wide range of charges, from 
plain and fancy lobbying to suggestions 
of attempted bribery. 

He chose to repeat a current rumor 
about a utility executive, whom he de- 
scribed as “lobbying against our program 
in Washington.” The man to whom Ellis 
was referring came to Washington to 
testify in opposition to the Southwestern 
Power Administration’s proposed ex- 
pansion program. Ellis insinuated that 
this official had attempted to obtain con- 
gressional favors by means of personal 
gifts of a somewhat trifling category. It 
was not stated, however, whether the 
gifts had actually been received or 
whether the official had merely thought 
about it. To this extent, however, the 
SWPA program—in which the majority 
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of NRECA may previously have had 
little knowledge or interest—obtained an 
inferred endorsement by NRECA as 
“our program in Washington.” 

Ellis also professed to detect the work 
of alleged power company lobbyists be- 
hind a restrictive clause tacked onto the 
$100,000,000 REA loan fund in the re- 
cent Urgent Deficiency Appropriation 
Bill by the Senate Appropriations Com- 
mittee. On this point, however, the rec- 
ord indicated that Senator Kenneth Mc- 
Kellar, Tennessee Democrat and chair- 
man of the Appropriations Committee, 
and long-time TVA champion, had com- 
plained that the only objection to the re- 
strictive clause had appeared in the form 
of telegrams, signed by Ellis, to every 
member of the Senate. 

In any event, the Ellis telegrams were 
apparently effective, since the objection- 
able clause was voted down on the floor 
of the Senate. 


Letters versus Pressure 


N the course of his attack on business- 

managed utilities, Ellis congratulated 
members of the association for writing 
many letters to their Congressmen in 
favor of the Urgent Deficiency Bill. He 
made the following interesting distinc- 
tion between such activity by NRECA 
members and so-called “lobbying” tac- 
tics of pressure groups: 

Do you see what you did? Not high 
pressure, just letting your Congressman 
know what you need and want. There was 
opposition, but the bill went through the 
House without serious threat. 

J. C. Nichols of Cody, Wyoming, was 
elected president of NRECA, succeed- 
ing E. J. Stoneman, and Louie C. Spen- 
cer, Jr., of Greenwood, Mississippi, was 
named vice president. Ellis and Secre- 
tary-Treasurer Avery C. Moore of Bris- 
tow, Washington, were reélected. Ellis 
announced that recent increases had 
brought NRECA membership to a total 
of 547 cooperatives. 

The addition of the new member co- 
6peratives, he added, would permit 
NRECA to increase its Washington 
headquarters staff and “thus do a bet- 
ter job.” 
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Wire and Wireless 
Communication 


N interesting commentary on the re- 

lationship between rural electrifica- 
tion service and rural telephone service 
was given in a speech before the fourth 
annual convention of the National Rural 
Electric Codperative Association in Buf- 
falo, le York, on March 6th by Har- 
old S. Osborne, chief engineer of the 
American Telephone and Telegraph 
Company. The address was entitled 
“More and Better Telephone Service for 
Farmers.” 

Dr. Osborne pointed out that the com- 
mercial telephone companies have always 
tried to assist telephone codperatives in 
the rural field because the latter, since 
the beginning of this century at least, 
have played an important role in render- 
ing communications service to the 
farmers. He said that out of about two 
and one-half million telephones now in 
service in “rural areas,” approximately 
three-quarters are being serviced by com- 
mercial companies and one-fourth by 
telephone cooperative associations; but 
while rural telephone development in the 
United States is thus higher than any- 
where else in the world, the telephone in- 
dustry would still like to see it developed 
even more, according to Dr. Osborne. 

Such development would take the form 
of more modern improvements, wider 
use, and other betterments commensurate 
with the great gains made in recent years 
in rural electrification. He pointed out 
that the charge for telephone service in 
tural areas is generally less than for serv- 
ice in towns and cities, and that the serv- 
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ice standards are now as high—there be- 
ing eight to ten parties to a line, as com- 
pared with 1-, 2-, and 4-party service 
common to the urban subscriber. The 
speaker stated : 


In what I have to say on this subject, I 
will speak specifically of the plans of the 
Bell telephone companies whose service 
areas include about one-half of the rural 
areas of the country. In addition to the Bell 
companies, there is a large number of inde- 
pendent companies whose service area in- 
cludes the other half of the rural areas of 
the country. For the purpose of service, all 
of these companies, Bell and independent, 
work together and, with the service-line 
groups, provide one great nation-wide tele- 
phone system. I’m not authorized to speak 
for the independent telephone companies, but 
know that they are working actively on plans 
for extending telephone service in the rural 
areas which they serve to the same end of in- 
creasing telephone service in these areas as 
rapidly and as much as possible. 

The rural areas served by the Bell com- 
panies include approximately 2,500,000 
farms with dwellings. Of these, over 80 per 
cent can be served from present telephone 
lines with no charge to the customer other 
than the normal installation and monthly 
charge for service; that is to say, that they 
can be served without paying a charge for 
the construction of the lines. This comes 
about because the telephone companies and 
the service-line companies together have 
built about 350,000 miles of rural telephone 
pole lines in these areas and because the 
telephone companies generally speaking ex- 
tend their lines without construction charge 
to any customers that can be reached where 
the new construction does not exceed one- 
half mile of pole line per customer. 


} es than half the residents of rural 
areas to which such service is avail- 
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able without construction charge are now 
taking it. But requests from farmers are 
coming in steadily and the Bell system 
hopes that service connections can be 
rapidly increased as man power and ma- 
terials ease up. This trend, the speaker 
said, should be helped by making service 
more attractive with such features as dial 
phones instead of hand-crank magnetos, 
selective ringing, and so forth. 

But it is the remaining 20 per cent— 
those who are not presently within con- 
necting distance of existing Bell tele- 
phone facilities (without construction 
charge) which is receiving special atten- 
tion. Dr. Osborne said on this point: 


. .. One important development which was 
already in use before the war was the use of 
high-strength steel wires and long spans, a 
form of construction similar to that used in 
rural power construction. By reducing the 
number of poles from an average of 30 per 
mile to an average of 17 per mile a consid- 
erable reduction in cost is achieved and dis- 
stant groups can be more readily reached. 
Along with this long-span construction the 
telephone companies have developed im- 
proved construction methods and equipment. 
Straight lines across private right of way 
rather than following roadways are used 
where cost saving results from the reduced 
amount of guying and of tree trimming. We 
are just completing the development of light 
duty mechanical pole hole diggers, particu- 
larly designed for rural lines. 

The telephone companies experimented 
before the war with buried wire. Special 
moisture-proof types of insulation and me- 
chanical protection are required. The wire 
is buried by a special form of wire-burying 
plow which produces a furrow, feeds the 
wire into the bottom of the furrow, and 
closes the furrow all in one operation. Im- 
provements in this form of wire, based on 
the prewar experience, are now being de- 
veloped and we believe that it will have an 
important field of use where only one or two 
pairs of wire are required and where the 
conditions are favorable to plowing. 


He spoke also of radiotelephone ex- 
periments to remote farm areas, such as 
a project recently installed between the 
town of Cheyenne Wells, Colorado, and 
eight ranches at a distance of 12 to 20 
miles from that town. 


ID OssBorNE saved until the last his 
review of joint power and telephone 
developments which naturally would be 
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of special interest to the REA CO-op 
members in his audience. First he touched 
on the item of the joint use of the pole 
line for power and telephone wire. Be- 
fore the war there was difficulty in such 
practice (except for short distances) be- 
cause rural telephone wire is not gener- 
ally sheathed as it is in city areas, and 
rural power lines commonly carry higher 
voltages than urban area distribution 
lines. 

Nevertheless, recent experiments on 
lines of both rural electrification co-ops 
(in codperation with REA) and of busi- 
ness-managed power companies (in co- 
Operation with the Edison Electric In- 
stitute) have shown that under proper 
conditions joint telephone-power use of 
rural pole lines for construction is feas- 
ible, practical, and economical. The 
speaker mentioned especially experi- 
ments on lines of the Alabama Power 
Company at Selma, Alabama, the Lake 
Region Electric Cooperative at Webster, 
South Dakota, and the Southwestern 
Minnesota Codperative at Pipestone, 
Minnesota. 

As to the more sensational recent ex- 
periments with the so-called “carrier 
phone,” Dr. Osborne stated : 


. . . These devices will not interfere with 
the power line but add something to the cost 
of the system. The proposal is that the de- 
vices connected to the power line should be 
installed by and maintained by the power 
people, at the telephone company’s expense, 
and that the telephone companies would pro- 
vide and maintain the carrier apparatus at 
both ends of the line as well as the rest of 
the telephone line and equipment. Power for 
the operation of the carrier equipment and 
the telephone is taken from a convenience 
outlet on the premises. 

The present prospect is that with the mini- 
mum prices which will result from quantity 
production the carrier telephone system may 
be cheaper than building a new telephone 
line where the distance between telephone 
customers averages one-half mile to a mile 
or more, but that this system will not be eco- 
nomical in areas where the density of tele- 
phone development is greater. The field of 
application of the system is not yet certain, 
however, as it will depend upon how low the 
cost can be made when the carrier apparatus 
is in large-scale production. 

The Bell Telephone system has arranged 
to proceed at once with the production of 
this system. First units will be available 
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WIRE AND WIRELESS COMMUNICATION 


June and general factory production avail- 
able in late summer. The Bell companies in- 
tend to make this equipment available to in- 
dependent telephone companies and also to 
service-line groups connected with either 
Bell or independent companies. They have 
also offered to independent telephone manu- 
facturers a royalty-free license under Bell 
system patents for the construction of this 
type of equipment. We believe that in many 
places this development will make an im- 
portant contribution to the problem of giv- 
ing telephone service to everyone who wants 
it. 


HE Bell system is now adding 200,- 

000 rural telephone subscribers a 
year and hopes to raise the net increase to 
250,000 a year by the end of 1946. The 
independent telephone companies doubt- 
less are doing their share as well, since 
the independents operate (proportion- 
ately according to subscriber classifica- 
tion) in rural areas even to a greater ex- 
tent than the Bell system. 

The speaker reminded his audience 
that telephone service and power service 
are not competitive but are supplemen- 
tary. Each helps the other. The power 
service helps the farmer to greater pro- 
duction; telephone service helps to sell 
his products and buy what he needs. 

Following Dr. Osborne’s address, the 
NRECA passed a resolution calling upon 
the Bell system to double its proposed 
program for spending $100,000,000 on 
rural telephone service during the next 
5-year period. The resolution also urged 
the independent telephone companies to 
set aside relatively favorable sums so 
that rural areas will have adequate tele- 
phone service. 


* * * X 


= Western Union Telegraph Com- 
pany has received permission from 
the Federal Communications Commis- 
sion to experiment with a new wrinkle in 
radio delivery of telegrams by a radio- 
equipped truck which will print the mes- 
sage as it rolls toward its destination. 
The FCC authorized the telegraph 
company to construct two experimental 
radio stations in the Baltimore area, A 
fixed station will receive telegrams and 
send them via radio to a “radiotelegraph 


delivery unit,” a mobile radio station 
mounted in truck or sedan. 
Radiotelegraph delivery will speed 
service, Western Union declares, and it 
can be used to inform the central tele- 
graph station that the addressee has 
moved, or to transmit a reply to the tele- 
gram. Western Union told the FCC: 

The truck will be in motion to the next 
delivery point while transmitting or receiv- 
ing messages, and, in thus moving continu- 
ously throughout the area, the distance trav- 
eled and the delay to message delivery will 
be reduced. 


Western Union plans to use both fac- 
simile and teleprinter in its delivery ex- 
periments. 

The Yellow Cab Company of Phila- 
delphia, Pennsylvania, was authorized to 
construct experimental fixed and mobile 
radio station to develop a radio commu- 
nication taxicab dispatching system. 


* * * * 


[page toe the recent annual report of 
the American Telephone and Tele- 
graph Company to stockholders, it is 
noteworthy that some of the Bell system 
companies, in their separate reports, 
showed an even wider variation between 
prewar and postwar net earnings as com- 
pared with rising revenues. Mr. Powley, 
president of the Pacific Telephone & 
Telegraph Company, in the 1945 annual 
report of that organization recently is- 
sued, stated that “although it experienced 
an exceptional growth throughout the 
war years, our company did not profit 
from the war,” and pointed out that “the 
report contained a tabulation comparing 
the year 1945—the end of the route to 
Tokyo bay—with 1939—the year in 
which ominous war clouds cast their im- 
pending gloom—which vividly portrays, 
not only what our company’s expansion 
has been throughout the years of its war 
effort, but also the impact of this expan- 
sion on its major operations.” In quot- 
ing from the report, Mr. Powley called 
attention to the following: 

... out of a $126,701,783 increase in operat- 

ing revenues only $1,654,339 revenue better- 


ment was carried to income available for in- 
terest and return. Invested capital, however, 
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so increased that the rate of return thereon 
was only 5.87 per cent in 1945, whereas in 
1939 it was 6.33 per cent—the average for the 
entire period being only 5.83 per cent. ... 
Our immediate task ahead is to render 
service to all who want it and to restore and 
to take our service to new heights. As it 
announced December last, in the immediate 
- 5-year period our company will be required 
to make expenditures for new construction 
aggregating $400,000,000 and, as a conse- 
quence, extraordinary amounts of new cap- 
ital will be required. The execution and 
speed of this entire program are dependent 
upon the flow of available man power, ma- 
terials, money, and the level of business con- 
ditions. The consummation of the program 
for 1946, now well under way, will require, 
it is estimated, an all-time high expenditure 
of upwards of $90,000,000 for new construc- 
tion. This compares with the $35,800,000 ex- 
pended in 1945. Inclusive of materials re- 
used, the gross plant additions for 1946 are 
estimated at well over $100,000,000. This ex- 
penditure will be more than double the 1945 
gross plant additions of $48,791,000. 


* * * * 


| pee peace returned to the telephone 
system on March 7th after a threat- 
ened national strike had been averted by 
a predawn agreement on wage increases 
averaging 17.6 cents an hour for 150,000 
Bell system workers. 

The only remaining trouble spot—the 
9-week strike of 17,300 Western Electric 
workers at 21 plants in the metropolitan 
New York area—seemed likely of solu- 
tion when the strikers met in Jersey City 
on March 8th to vote on a return to work 
under the 17.6-cent formula. However, 
difficulties developed in conferences in- 
tended to establish a final settlement of 
the Western Electric walkout and there 
was said to be an outside possibility that 
union leaders might recommend delay in 
ending the strike. 

The telephone walkout, which had been 
expected to bring about the most wide- 
spread communications tie-up in the na- 
tion’s history, was called off at 5.30 am, 
thirty minutes before the strike deadline. 

Operators already were leaving their 
switchboards and picket lines were form- 
ing in Washington, Philadelphia, Cleve- 
land, Detroit, and other key centers when 
word of the settlement was flashed from 
the capital, where top Federal conciliators 
had been conferring almost uninterrupt- 
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edly for two days and nights with union 
and company negotiators. 

Brief interruptions of service were re- 
corded in several cities but service was 
normal everywhere by 8 Am. In New 
York, some long-distance operators had 
put on their hats and coats preparatory 
to walking out, but they received news 
of the agreement in time to prevent any 
break in service in the city. 

Officials of the National Federation of 
Telephone Workers were reported to be 
jubilant at what they regarded as the first 
break in the resistance of the American 
Telephone and Telegraph Company to 
system-wide bargaining. The settlement 
reached in Washington applied directly 
to the 19,300 employees, the Long Lines 
Department of the AT&T, but it was not 
accepted until the company had given as- 
surance that it would be used as a pattern 
for increases to 16 other employee groups 
all over the country, which were involved 
in the strike threat. 

*x* * * * 


HE Federal Communications Com- 

mission is making revisions in its ap- 
plication forms for station and renewal 
licenses, and other proposed “procedural 
changes” designed to check “advertising 
excesses” and further improve “the qual- 
ity of program service.” 

Comment from licensees and from the 
public on its proposals and recommenda- 
tions, made public on March 7th in a 
139-page report, is invited by the com- 
mission in recognition of the fact that 
“much of the responsibility for improved 
program service lies with the broadcast- 
ing industry and with the public.” 

The commission has a responsibility 

to consider over-all program service in its 
public interest determinations, the report 
said, but “it is to the stations and net- 
works that listeners must primarily turn 
for improved standards of program serv- 
ice.” 
In the matter of advertising excesses, 
the commission reported general re- 
laxation of advertising standards in re- 
cent years, and abundant evidence that 
even the present NAB standards are be- 
ing flouted by some stations. 
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Financial News 


and 
Comment 


By OWEN ELY 


Utility Analyses by Wall 
Street Firms 


A. O’Brien of Hettleman & Co. 

e has prepared a memorandum on 
American Water Works & Electric 
Company, discussing the segregation of 
the water properties from the electric. 
He concludes that, after extensive re- 
fundings of the water company bonds 
and preferred stocks, the new water 
company common stock might earn at 
least $1 to $1.10 per share. Capitalizing 
this at 13 to 14 times earnings, the po- 
tential market price is estimated at 13 to 
154. It is estimated that the subscription 
price for stockholders of American 
Water Works will be fixed at 12, giving 
the rights a market value of 1-2. 

Mr. O’Brien also estimates the earn- 
ings of the electric, gas, and transporta- 
tion subsidiary at around $3.60-$3.70 
per share, for American Water Works. 
In arriving at these earnings (which 
are over 7 times the reported earnings 
of 70 cents for the twelve months ended 
September 30, 1945) Mr. O’Brien adds, 
ina special tax adjustment credit, $2,- 
300,000 estimated tax savings, $1,573,- 
000 to be obtained through recapitaliza- 
tion of West Penn Electric Company, 
and $510,000 to be gained by refunding 
preferred stocks of subsidiaries (less 
$300,000 estimated expenses). On the 
basis of $3.60 a share, he estimates the 
possible future market price for Water 
Works at $46-$50 per share. The firm 
expects to issue a more detailed analysis 
based on the new plan recently filed with 
the SEC. 

Cowen & Co. has prepared a brief 
memo on United Light & Railways, de- 
scribing the company’s progress with its 
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integration program. Following the liqui- 
dation of American Light & Traction 
and the proposed sale at public bidding 
of Columbus & Southern Ohio Electric, 
United would continue as a holding com- 
pany with operating units in Iowa, Mis- 
souri, and Kansas. On completion of this 
program pro forma earnings of $2.75 to 
$3 per share are “indicated, thus sug- 
gesting an ultimate value of well over 
40, and possibly as much as 60, for 
United Light & Railways common.” 


NITED LIGHT and its subsidiary, 

Continental Gas & Electric, recent- 
ly refunded $75,000,000 debenture 5s 
and 54s with low-cost bank loans, and 
Continental redeemed $11,100,000 7 per 
cent preferred held by the public, this 
program resulting in substantial interest 
savings, plus nonrecurring tax reduc- 
tions. Columbus & Southern Ohio Elec- 
tric has also been refunding its preferred 
stock, and dividend savings combined 
with tax reductions may boost 1946 
earnings to over $2,500,000. On this 
basis, Cowen & Co. expects United Light 
to realize $35,000,000 or more from the 
sale in April, proceeds being used to re- 
duce the recently incurred $50,000,000 
bank loan. 

The firm appraises the break-up value 
of American Light & Traction at about 
$30-$35 per share, on which basis United 
Light’s investment in the preferred and 
common would work out at $50-$57,- 
000,000. Proceeds would also be applied 
to elimination of remaining bank loans 
of Continental Gas & Electric and United 
Light & Railways. Such elimination 
would probably permit ending of the 
SEC restriction on dividends to $1 per 
share. After the above transactions, the 
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system would still retain some $30-$35,- 
000,000 working capital, which might be 
used for further retirements or refund- 
ings, or for purchase of new properties 
and plant additions. 

Bear, Stearns & Co. has prepared a 
memorandum on Indianapolis Power & 
Light Company. At the recent price 
around 27 the stock is selling at 14.3 
times earnings (below the usual ratio) 
and the yield is 4.4 per cent. The earn- 
ings of $1.90 for the twelve months 
ended September 30, 1945, were, it is 
pointed out, after plant acquisition ad- 
justment amortization of 30 cents a 
share, amortization of debt discount of 
about 35 cents a share, and depreciation 
allowance based on 3 per cent of original 
cost of depreciable plant, which is in ex- 
cess of the deduction for tax purposes. If 
the company had followed the practice 
of other companies by stating its depre- 
ciation at about 95 per cent of the amount 
claimed for income taxes, some 35 cents 
more could be added to reported earn- 
ings. The company, in the September 
30th period, accrued $4.34 per share in 
income taxes, and on the present tax 
basis earnings would have increased to 
$4.25—providing “a substantial cushion 
against a recession in industrial sales, re- 
duced rates, and/or wage increases.” 


y R company has a substantial cash 
position due to its conservative divi- 
dend policy and heavy depreciation and 
amortization. This policy will aid the 
company to meet, probably without fi- 
nancing, the heavy construction program 
together with note maturities in 1946-47. 
The company’s 34s bonds and 5} per 
cent preferred stock might be refunded 
for a net saving of about 29 cents per 
share on the common stock, Bear, 
Stearns concludes. 

While the company’s residential rates 
and usage approximate the national av- 
erage, and rates compare reasonably with 
other utilities in the state, reductions in 
schedules appear likely. Last year the 
company earned about 6 per cent on book 
value. While the stock equity is rather 
low, this is being built up as physical 
property replaces intangible assets. 
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Walston, Hoffman & Goodwin (San 
Francisco) has recently prepared spe- 
cial memoranda on Federal Water & 
Gas, Laclede Gas Light, and California 
Electric Power. Federal Water & Gas, 
it reports, has made considerable prog- 
ress with its integration program. Its in- 
terests in West Virginia Water, Ohio 
Water, and Peoples Water & Gas were 
sold last year; Alabama Water is being 
liquidated. Scranton-Spring Brook cur- 
rently is being recapitalized and Fed- 
eral’s interest will be sold later. SEC per- 
mission has been asked to sell the com- 
mon stocks of Mississippi Gas and Chat- 
tanooga Gas to Southern Natural Gas, 
in which Federal has a 54 per cent in- 
terest. (This would be financed by 
Southern through issuance of rights to 
stockholders.) Later Federal would dis- 
tribute its interest in Southern to its own 
stockholders. 

Federal (as of the date of the memo) 
was selling at 23 and its equity in South- 
ern Natural Gas (at 243) would be about 
$21.28 per share, after completion of the 
above program. Including Federal’s cash 
equity, it had a liquidating value of about 
$26 so that it was cheaper than Southern, 
according to this analysis. 


ACLEDE Gas LicuHtT, according to the 
memo issued by Walston, Hoff- 
man & Goodwin, has gone through an 
8-year period of rehabilitation and it may 
require another year or so before results 
of this campaign are fully attained. 
Rates have been reduced, and with 
greater use of household gas appliances 
increased sales volume is expected. Fur- 
ther reduction in the wholesale cost of 
natural gas would permit added adjust- 
ment in rates, and greater consumer 
usage. While working capital is now am- 
ple, dividends are expected to remain on 
a conservative basis for the present. 
California Electric Power has con- 
tinued to show a substantial increase in 
power output and revenues—8.7 per cent 
in the month of November—despite 
some loss of military business, lack of 
electrical household appliances, and de- 
layed new building. Use of the desert 
areas in California and Nevada served 
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by the company for military experiment 
and testing grounds is expected to in- 
crease. California Electric’s Mexican 
subsidiaries are also doing well, earnings 
from this source amounting to about 14 
cents a share on the new stock basis. Re- 
funding savings are foreseen when the 
34s are refinanced. With all the prior 
preferred stock now converted or called, 
the company will have about 1,184,621 
shares of common outstanding. 


T. Hype, Jr., utility analyst of 
e Josephthal & Co., in his Febru- 
ary utility review issued a word of warn- 
ing about current methods of forecasting 
utility earnings, particularly for holding 
companies. “The strength in speculative 
holding company stocks over the past 
few months,” said Mr. Hyde, “has been 
due to a large extent to estimates of 
sharply higher subsidiary earnings as a 
result of the elimination of excess profits 
taxes. More often than not, however, 
these estimates have been nothing more 
than mathematical computations adjust- 
ing 1945 earnings for 1946 taxes and 
allowing for savings in senior charges 
resulting from completed or possible re- 
fundings. Furthermore, the estimated 
earnings have been capitalized at liberal 
ratios which give little recognition to 
relative investment quality, and have 
been projected on the pyramided struc- 
tures of heavily capitalized holding com- 
panies indicating large but unrealistic 
liquidating values for their junior se- 
curities.” 

Mr. Hyde also feels that higher 
costs and rate reductions, together with 
reduced industrial sales, may go far to- 
ward offsetting the big savings antici- 
pated. 

The Josephthal review also commented 
on Central & South West Utilities, Elec- 
tric Power & Light, and Utah Power & 
Light. An ultimate value for Electric 
Power & Light of 30 was forecast. Utah 
Power & Light was considered to be at- 
tractive for income and modest future 
appreciation possibilities. Appreciation 
possibilities in Central & South West 
were considered to be rather limited. 
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Bank Loans to Utility Companies 


ee the past two or three years, 
“term loans” by large commercial 
banks to electric utility companies have 
become increasingly popular. In the old 
days, loans were limited to short-term 
paper, as a rule. The experiences of some 
of the New York and Chicago banks with 
collateral loans on stocks held by hold- 
ing companies or their officials proved 
unfortunate—some of the Insull loans, 
for example, remained frozen for years. 
Recently, however, the plethora of bank 
funds has resulted in the resumption of 
intermediate-term loans both to operat- 
ing and holding companies in connection 
with refunding or integration programs. 
Many of these loans run serially for a 
10-year period, and are much sounder 
than the promotional type of loans made 
in the 1928-30 period. 

Some months ago the Continental IIli- 
nois National Bank & Trust Company 
of Chicago issued a 78-page brochure by 
William G. Olson on “Factors to Be 
Considered in Making Bank Loans to 
Electric Utility Companies.” This study 
discusses a large number of topics of 
interest to bankers, under these chapter 
headings: business and territory, com- 
petition, outlook for growth, franchises, 
source of power and properties, inden- 
ture provisions, depreciation, financial 
yardsticks, other financial aspects, and 
state and Federal regulatory control. 

Under “business and territory,” Mr. 
Olson discusses the type of service ren- 
dered, classes of customers, population 
trends, customer density per pole mile of 
line, purchasing power in the area, and 
industrial activity. Under “competition,” 
he analyzes the growth of municipal and 
government ownership, the areas in 
which public ownership is particularly 
strong, and the resulting threat to pri- 
vate companies. 


NDER “outlook for growth,” he sug- 
gests studying the trend of sales 
data over a 10-year period—the number 
of customers, annual _ kilowatt-hour 
usage, average revenue for kilowatt hour, 
and average annual revenue per cus- 
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tomer. These figures should be tabulated 
for each class of customers—domestic, 
industrial, commercial, rural, etc. The 
results should be compared with the com- 
bined averages for all companies con- 
tained in the annual statistical bulletin 
of the Edison Electric Institute, and also 
the averages contained in the annual sta- 
tistical volume of the Federal Power 
Commission. The comparisons might 
also include the block schedule rates is- 
sued by the FPC for cities of 2,500 popu- 
lation and 50,000 population. 

Mr. Olson comments on the function 
of the industrial load, which helps to 
spread electric operations over the 24- 
hour period, rural development possi- 
bilities and REA competition, the mer- 
chandising of appliances, the importance 
of public relations, and the labor situa- 
tion. He summarizes the history of labor 
unions, particularly since passage of the 
National Labor Relations Act of 1935, 
which made company unions illegal un- 
less they had the voluntary support of 
employees (although a number of such 
unions have continued to exist). Accord- 
ing to government estimates, about half 
of all employees in the electric power in- 
dustry are working under union con- 
tracts. The industry is not handi- 
capped as greatly as many other indus- 
tries by wage increases, because of the 
relatively low proportion of the revenue 
dollar expended for wages. 

Under “franchises,” the importance of 
local agitation for municipal ownership 
at the time when a franchise is coming up 
for renewal is discussed, although such 
agitation is much less intense now than 
during the period 1930 to 1935. 


_ the chapter on “source of power and 


properties,” it is suggested that the 
proportion of the company’s require- 
ments available through its own plants, 
the amount purchased from other utili- 
ties, and the proximity of generating 
plants to the consumer market should be 
studied. Company plants should be stud- 
ied with respect to type, location, age, 
rated capacity, and recent yearly output. 
The relative trend of United States gen- 
erating capacity and production for 


steam, hydro, and internal-combustion 
plants during the period 1920-43 js 
analyzed by Mr. Olson. The average 
steam plant load factor in 1943 was 485 
per cent of installed capacity, compared 
with 59.9 per cent for the average hydro 
plant. Other topics discussed are power 
interconnection and interchange agree. 
ments, budgetary forecasts of power and 
the construction program, physical con- 
dition of properties, and fuel efficiency, 

The 1943 operating results of 2] 
leading companies with respect to effi- 
ciency of fuel-burning plants . (stv 
per kilowatt hour generated) are tabu- 
lated, these data having been obtained 
from the reports filed by these compa- 
nies with insurance companies. The 
study points out that, based on nation- 
wide averages, it now takes about 13 
pounds of coal to generate one kilowatt 
hour, or about one-third of the amount 
required twenty-five years ago. How- 
ever, the most efficient steam plants still 
only convert about 31 per cent of the 
available heat in coal into electric power. 
Other methods of generation such as 
Diesels, gas turbines, etc., may promise 
greater economy in the future. 

Under “depreciation,” the study dis- 
cusses the various methods used, and the 
tests to be applied to determine the ade- 
quacy of depreciation and maintenance 
charges. It is suggested that the percent- 
age of operating revenues appropriated 
for (1) depreciation, (2) maintenance, 
and (3) the combined amount, should be 
tabulated for a 6-year period and com- 
pared with the corresponding figures for 
all operating companies as compiled by 
the FPC. Important factors are the rela- 
tive proportion of hydro power, the 
amount of wholesale power sold, etc. 


N the chapter on “financial yatd- 
sticks,” the author discusses the eigh 
standard ratios: (1) times fixed charges 
earned ; (2) long-term debt to net prop 
erty; (3) operating expenses to operat 
ing revenue; (4) net property to operat 
ing revenue; (5) depreciation and main 
tenance to operating revenue ; (6) gross 
income to long-term debt; (7) net op 
erating income to net property; (8) 1 
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income to operating revenue, and Fed- 
eral income taxes to operating revenue. 

These ratios are worked out for three 
groups of companies on a 6-year aver- 
age basis (steam companies, combination 
seam and hydro, and hydro), and the 
resulting averages are compared with 
the “ideal” figures for steam, retail hy- 
dro, and wholesale hydro. A detailed dis- 
cussion of each ratio follows, with an 
indication of its importance in studying 
tank loan policy. In connection with 
ratio 7, net operating income to net prop- 
ety (mentioned above), Mr. Olson 
states “the general consensus points to- 
ward a maximum return of around 7 per 
cent, which includes some allowance for 
‘going concern value.’ ” This figure would 
sem rather high under present condi- 
tions, except in states like Texas which 
have liberal regulatory standards. 

Under “other financial aspects,” the 
topics considered are accounting proce- 
dure, working capital, cash forecast, 
valuation of plants and other facilities, 
apital structure, and allowable rate of 
return. The chapter on “state and Federal 
regulation” contains a table showing the 
scope of state commission regulation of 
privately owned and municipally owned 
dectric utilities. Appendices discuss mar- 


kets for electric power and the future of 
the industry. 

The book furnishes an interesting fi- 
nancial summary not only for bankers, 
but for executives, economists, and stu- 
dents of the industry. 


> 


Exchange Authorized 


Rhee Gas IMPROVEMENT CoMm- 
PANY’S plan to exchange its port- 
folio holdings in four public utility hold- 
ing companies for shares of its outstand- 
ing capital stock was approved in an 
unanimous ruling of the Securities and 
Exchange Commission. 

Simultaneously the commission sanc- 
tioned UGI’s proposal to acquire up to 
12,000 shares of the common stock of 
American Water Works & Electric Com- 
pany, Inc. These shares, needed for the 
exchange, are to be obtained from UGI’s 
parent, United Corporation, which owns 
606,622 shares. 

Under provisions of the plan, UGI 
will exchange up to 750,000 shares. 
Ii more than 750,000 shares, including 
606,620 of the shares now held by United 
Corporation, are tendered for exchange, 
a pro rata distribution will be made. 


e 


MANUFACTURED GAS COMPANY STOCKS 


Where Price 
Traded About 

Bridgeport Gas Light 

Hartford Gas 

Brockton Gas Light 

Providence Gas 

Haverhill Gas Light 

Springfield Gas Light 

Fall River Gas 

Portland (Maine) Gas Light ..O 

Brooklyn Union G S 

Birmingham Gas 

Savannah-St. Augustine 

Jacksonville Gas 


Averages 


Latest 
Earnings 
$1.46 (a) 

2.10(a) 


; Price- 
Previous 
Earnings 


1945 


PUN RAKE BN 
electorates Saket 
i~) 


wn 


“5.2% 


S—Stock Exchange. C—Curb. O—Over counter. *Payments irregular (60 cents in 1943, 
H cents in 1944, and 60 cents in 1945). **Thirty cents paid in first quarter of 1946. (a) Twelve 
months ended December 31, 1944. (b) Twelve months ended December 31, 1945. (c) Twelve 
months ended January 31, 1946. (d) Quarterly rate raised from 25 cents to 40 cents November 
1,1945, (e) Twelve months ended September, 1945. 
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What Others Think 


Interior Department Official Talks 
About “Cheap Power” 


ee the power policy announced re- 
cently by former Secretary of In- 
rior Ickes (see page 167, Janu- 
ay 31st issue of FORTNIGHTLY) is not 
a“mere form” is well illustrated in re- 
ent addresses of certain officials of Fed- 
eal agencies active on its power proj- 
ects. 
Because of the impact this ever- 
widening public power program has upon 
the business-managed electric companies, 
we quote below extracts from these 
statements, which indicate the implemen- 
tation of this power policy, and suggest 
definite plans to construct many more 
generating plants—steam-electric as well 
as hydro—and to promote the transmis- 
sion, over large areas, of “cheap power.” 

The address of Michael W. Straus, 
formerly Assistant Secretary of the In- 
rior Department, now chief of that de- 
partment’s Bureau of Reclamation — at 
the convention of the National Reclama- 
ton Association, late last fall in Denver 
-casts considerable light upon the im- 
portant place given by the bureau to 
tydro-power developments in connection 
with its irrigation projects. 

In his address—“‘Perspective on Low- 
mst Water”—Mr. Straus said in part: 


For those who are willing to look, it is 

not hard to find the perspective on our 
program. It is reflected clearly in the 
Reclamation Laws of this nation. 
_ There you see, laid out for you like the 
image in your rear-vision mirror of the road 
over which you have driven, the path by 
which Reclamation has attained its present 
stature. Several recent chapters have been 
written. All of them to date have the ob- 
jective of cheap water... 


FTER reference to the Federal Recla- 
mation Laws, and their bearing up- 
m this guiding principle of low-cost 


water, the speaker dwelt at length upon 
the “utilization of cheap power possibili- 
ties” in irrigation developments, stating : 


Perhaps the greatest development to bring 
low-cost water was the arrival of the 
multiple-purpose project, made necessary by 
the completion of the possible simpler irriga- 
tion projects on the limited waters of the 
West and made mandatory by the advent of 
the electrical age. The multiple-purpose 
project, and now the development of the re- 
sources of whole valleys on a comprehensive 
basis, brought many more benefits to which 
might be charged the cost of construction.... 

But the most spectacular servant of the 
cause of low-cost water for the irrigationists 
was the utilization of the cheap power pos- 
sibilities of the Federal irrigation works. 
This opened a whole new reclamation era.... 

This is dramatically true on the Colorado 
river, where the entire cost of Boulder dam, 
the key to the control of the river, is met 
with interest by the revenues from the sale 
of power. It is true, also, in the Columbia 
basin, where the cost of Grand Coulee dam 
plus two-thirds of the costs of the irriga- 
tion system are to be repaid by power.... 


These benefits are the result, Mr. 
Straus said, “not just through power 
alone but through abundant cheap power 
... Without cheap power we cannot hope 
to find the vast power markets that must 
develop to justify the multiple-purpose 
hydro projects.” He stated: 


.. . We cannot provide cheap power unless 
we protect and police those Federal kilo- 
watts all the way down the line and see that 
they are delivered to the consumer without 
a lot of mark-ups in price for private profit, 
just as you insist that we protect and police 
the Federal acre-feet to the irrigationist who 
frequently turns out to be the one and the 
same person as the kilowatt consumer. And 
we cannot deliver abundant low-cost power 
to the consumers unless we have transmis- 
sion lines over which to send those kilowatts 
that are serving the cause of low-cost water. 

New transmission lines are required to 
carry new reclamation power to new con- 
sumers—largely irrigationists. Those lines 
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must be dedicated to the purpose of deliver- 
ing plentiful and low-cost power and not 
monopolized and operated for a dozen other 
recognized purposes having no relation to 
irrigation, including the return of additional 
handsome dividends to receptive absentee 
stockholders a few thousand miles away.... 


The Reclamation Bureau has already 
made requests of Congress for appropri- 
ation of funds for the construction of 
transmission lines on its Central Valley 
(California) irrigation project. It has 
also campaigned actively in California 
in an endeavor to secure contracts with 
several communities for the use of its 
power—a use which has no connection 
with irrigation. 

These statements of Mr. Straus seem 
to set forth quite clearly the objectives 
of the Reclamation Bureau with respect 
to “cheap power,” and its intention to 
construct and operate its own transmis- 
sion facilities. 


T a conference of the California 
Water Resources Council, held in 
Sacramento last December, addresses 
were presented by former Commissioner 
Harry W. Bashore of the Bureau of Rec- 
lamation and Chairman Leland Olds of 
the Federal Power Commission. These 
addresses dealt largely with the uses of 
water resources in the Central valley in 
that state. 

It is of interest to note that emphasis 
was placed by each of these officials of 
government agencies upon the impor- 
tance of “low-cost” electric power in the 
carrying out of the various conservation 
measures contemplated. In fact, it was 
made clear that, in the opinion of these 
speakers, the successful accomplishment 
of the Central Valley project depends 
in great degree upon the wide marketing 
of “cheap power” from its multiple-pur- 
pose dams. 

As an indication of the far-reaching 
plans contemplated for this project, Mr. 
Bashore stated that the initial stage, upon 
which $160,000,000 has already been ex- 
pended, is estimated to cost between 
$350,000,000 and $400,000,000. The 
second stage, now recommended for au- 
thorization, will require about fifteen 


MAR, 28, 1946 


years to complete. It involves 30 major 
projects totaling in cost about $527,000. 
000. The third stage of construction, to 
be undertaken when projects are needed 
and funds available, will involve 36 addi- 
tional projects at a total cost of some 
$900,000,000. 

In calling attention to the Federal ex- 
penditures involved for the state of Cali- 
fornia—a total of $1,800,000,000—the 
commissioner commented that “this is 
two and one-half times as great as all 
the money that has been spent by the 
TVA Authority, and almost twice what 
has been invested by the Bureau of Rec- 
lamation in all of our 17 western states 
in its forty-three years of successful op- 
eration.” 

There is vivid suggestion, in this com- 
parison of expenditures on river basin 
projects, that with the passing years 
vastly increased sums are proposed to 
carry out the plans in view for extensive 
Federal developments in connection with 
our water resources. And, as Mr. Ba- 
shore pointed out, this means sizable 
additions in “public power” to both hy- 
dro and steam capacity in this country. 
Referring to Central Valley he said: 

About one-third of the hydroelectric 
power generated will be used for pumping 
irrigation water. It is clear, therefore, that 
there is a direct connection between the cost 
of water delivered on the land and the cost 
of electric current. Unless there is low-cost 
power there cannot be low-cost irrigation 
water for most of the valley, although a few 
especially favored areas might benefit by 
local conditions. 

The comprehensive plan includes 28 power 
plants at multiple-purpose reservoirs and 
after bays, which would increase the capacity 
of hydroelectric plants in the basin by 1- 
697,000 kilowatts. These together with 
750,000 kilowatts in supplementary steam 
plants, needed ultimately to firm the hydro- 
electric output in dry years, would aggregate 
8,100,000,000 kilowatt hours of firm power 
annually. 


yrs dwelling at considerable length 
upon the benefits he envisions to 


California as a result of the irrigation 
development proposed for Central Val- 
ley, Mr. Bashore made it clear that 
“power is the key to (its) success.” He 
said: 
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_.. Reclamation development is sound busi- 
ness. Multiple-purpose projects are self-liq- 
uidating when wisely constructed and oper- 
ated and revenue from water charges and 
disposal of electricity will return to the 
Treasury virtually all that is expended. In 
this connection it should not be overlooked 
that the power development within the Cen- 
tral valley is the key to success in the eco- 
nomic problem. 

While almost nine-tenths of the direct 
benefits of the ultimate development will be 
derived from irrigation, it appears now that 
irrigation interests will be required to repay 
only about 40 per cent of the construction 
costs. Revenue from the disposal of power, 
and allocations to flood control and other 
purposes, will account for the remaining 60 
per cent of construction costs. Without the 
large returns from low-cost power, and the 
consequent self-liquidation of the project, it 
seems to me very probable that the Congress 
may be quite reluctant to undertake the proj- 
ect—at least at this time. 


bye Olds told the meeting that 
the Federal Power Commission’s 
plicy with respect to water resources, 
and more particularly hydroelectric pow- 
er, embodies a dual approach. He said: 


... It conceives the development of pow- 
er, not as an end in itself, but as a means 
to an end. We recognize that power is valu- 
able only as it is freely utilized; that utili- 
zation is limited unless rates are at the lowest 
possible levels; that low-cost power in abun- 
dance will create its own market; and that, 
in creating a market, it will prove a major 
stimulus to the expansion of the regional 
economy and to a fuller life for the entire 
community. ... 

An evaluation of the potential gross bene- 
ft to be derived from the development of 
low-cost power at multipurpose projects 
might well provide a clearer indication not 
only of its relative importance but also of 
the combined contribution which irrigation 
and power will make to the expansion of 
the regional economy. 
Estimating the water-power resources 
of California feasible of development at 
out 3,500,000 kilowatts, and that such 
velopment would be associated with 
team-electric capacity of about 2,000,000 
llowatts, Mr. Olds said: - 


The additional 5,500,000 kilowatts of eco- 
nomical electric power should bring about 
an investment of perhaps $3,500,000,000 in 
new industrial plants, employing some 550,- 
0 workers. On the same basis, this ex- 
pansion in power supply would directly and 
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indirectly provide support for an additional 
population of about 2,750,000, in addition to 
the added population for which the com- 
pleted irrigation program is expected to pro- 
vide a sound basis. The combination would 
assure a sound economy in which agricul- 
ture would gain the advantage of a largely 
expanded local market for its products. 


Then, turning to the regional develop- 
ment of hydro power and its widespread 
transmission, the chairman indicated an 
FPC policy on this question which con- 
templates extended Federal public power 
transmission systems to carry the output 
of Federal generating plants, both hydro 
and steam-electric, over large areas. In 
this connection, he said: 


. .. But I want seriously to raise the ques- 
tion whether your energy resources will 
prove sufficient for the full development 
of a balanced economy if your program is 
conceived entirely in intrastate terms. And 
I can assure you that the Federal Power 
Commission, under its authority to encour- 
age interconnection and codrdination of pow- 
er facilities, is considering the ultimate inte- 
gration of power supply over larger areas. 

So I think that, even assuming the ulti- 
mate feasible development of hydroelectric 
power as part of your water resources pro- 
gram, your planning cannot safely assume 
that California will remain self-contained 
so far as its energy requirements are con- 
cerned. From the point of view of the build- 
ing of the great balanced economy which 
your state is capable of sustaining, you will 
in all probability become increasingly a part 
of an interconnected energy economy em- 
bracing the remarkable hydroelectric re- 
sources of the region which extends from 
the Columbia basin on the north to the Colo- 
rado basin on the south. 


oo to the water-power poten- 


tialities in the western 11 states’ re- 
gion, Mr. Olds stated: 


As compared with the present total of 
about 9,000,000 kilowatts of hydro and 
steam-electric power, installed in the gen- 
erating stations of this great region, your 
rivers offer you the possibility of an ultimate 
50,000,000 kilowatts of additional power. As 
against a 1944 output of 44,000,000,000 kilo- 
watt hours, your rivers can add an ultimate 
total of perhaps 280,000,000,000 additional 
kilowatt hours, These are ultimate potentials 
—limits within which your regional plans for 
a year or a decade or a generation can be 
worked out—to be augmented by the best 
correlative use of steam stations utilizing 
the fuel resources of some of the states. 
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He then added that the Federal Power 
Commission’s thinking on the contribu- 
tion which power, as a part of the multi- 
purpose river basin programs, can make 
to the country’s postwar development is 
along regional lines in general. He con- 
tinued : 


Because decentralization of industry and 
population is important, in terms of defense 
in an atomic age, as well as in terms of 
national well-being, we are particularly in- 
terested in the contribution which widely 
distributed power can make to the develop- 
ment of balanced economies in those areas 
which have fallen behind in industrial devel- 
opment. We know that this will prove to 
the ultimate advantage of all. 

Our work in this field is under definite 
authorization contained in primary provi- 
sions of the Federal Power Act, supple- 
mented by the Flood Control acts and other 
river basin legislation. And, while we co- 
Sperate fully with other Federal agencies, 
our authorization is independent of such co- 
Speration. Consequently, we are in a posi- 
tion to offer state agencies, which are work- 
ing on well-rounded plans of development, 
the fullest possible codperation in their work. 


HE statements of these two govern- 
ment officials, whose agencies are so 


closely identified with Federal power ac- 
tivities, leave no doubt as to the definite 
program they have in view for extensive 
developments in the power field. This 
coincides with the public power policy re. 
cently announced by the Interior Depart. 
ment. 

Interior already claims to operate the 
largest hydro capacity in the world under 
one single control. Now, with their plans 
for far-flung transmission systems, they 
are advocating the addition of steam-elec- 
tric plants to this generating capacity. 

It is plain from their statements that 
these Federal public power projects will 
have much surplus energy for disposal. 
The sale of this will come into direct 
competition with established business- 
managed electric utilities. 

It would seem natural to ask: “Do the 
people now served by these business-man 
aged companies want Federal publig 
power substituted for their present serv 
ice, at the unnecessary cost of billions o 
dollars to the taxpayers of all the coun 


try "a 
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Vast Electric Power Empire Disclosed in 
Interior’s Latest Annual Report 


HE United States Department of 

the Interior has many important 
government agencies under its ad- 
ministration. Established almost one 
hundred years ago, the department’s 
principal functions have long been con- 
ducted by the Bureau of Mines, the 
Geological Survey, the Bureau of Rec- 
lamation, the General Land Office, the 
National Park Service, and the Office of 
Indian Affairs. While several other 
agencies have also been under its ad- 
ministration, those named probably have 
been more familiar to the general public. 
“In the past few years, however, 
marked changes have taken place in the 
scope of Interior’s activities, greatly ex- 
tending its field of operations. Its most 
outstanding move has been its entry into 
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the electric power business, in the con 
struction and operation of hydroelectrig 
projects, in connection with the irriga 
tion works of its Bureau of Reclamation 
its Bonneville and Southwestern Powe 
administrations, and in the marketing 0 
energy generated at plants operated b 
the U. S. Corps of Army Engineers. 
The extent of the Interior Depart 
ment’s activities in the electric powe 
field may be realized from its announ 
ment, in its annual report for 1945, the 
it is now “operating and marketing 
power from the largest aggregate 0 
hydroelectric capacity in the world. 
“Hydro power” looms large in the min¢ 
of Interior’s officials, as may be noted 
glancing through this latest annual 
port. The then Secretary Ickes’ introd 
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“EVER SINCE EVA DROVE FOR THE BUS COMPANY DURING THE WAR, SHE’S 
GOTTEN INTO THE HABIT OF STICKING HER ARMS THROUGH HER COAT 
SLEEVES” 


tory letter dwelt upon it at length, and 
the initial 70 pages of the report itself 
are devoted to this subject. In the pres- 
ent book of 315 pages, it is noticeable, in 
contrast to former years, that details re- 
garding the long-established Bureau of 
Mines and Geological Survey are rele- 
gated to secondary place. The “power” 
business has become Interior’s chief 
activity. 


HE entry of the Interior Depart- 

ment into the power business is a 
matter of special import to the electric 
utility industry. This is true not only 
with respect to its present power opera- 
tons, but because of its far-reaching 
plans for the installation of additional 
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capacity on a vast scale. To carry out 
these plans, and also to develop a market 
for the huge amount of power, formerly 
going to war industries, now surplus, the 
directors of the department’s various 
power divisions have launched ambitious 
promotion campaigns, which the report 
described in considerable detail. 

These promotion programs are based 
upon a policy which envisions “regional” 
developments on an almost unbelievable 
scale. Mr. Ickes’ introductory letter of 
transmittal to the President discussed 
this policy. He called it “the kind of 
logical next step in conservation that 
mass production was in production.” 
Further, he declared, “these administra- 
tions should clear to the President 
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through the Secretary of Interior. This 
department has had more experience 
than any other in this type of administra- 
tion.” 

As to Interior’s power production, this 
statement is made: 


At the outbreak of the war we faced a 
critical shortage of power with which to 
meet the huge demands of rapidly increasing 
war production. ... 

How the nation overcame that power 
deficiency is one of the stirring chapters in 
the history of the war. Our production of 
electric energy was stepped up to unprece- 
dented levels, and the major contributors to 
that greatly increased output were the hydro- 
electric plants of the Bureau of Reclamation 
in the West—the plants at Grand Coulee, 
Boulder dam, and elsewhere. 


The installed capacity, as of June 30, 
1945, of all the plants from which In- 
terior agencies market the energy, is 
given as 3,107,300 kilowatts, with 18,- 
000,000,000 kilowatt hours generated. 
The growth of its “power business” is 
indicated in the statement that this is five 
times the production of all the power 
plants under Interior’s jurisdiction in 
1940. 

Plans for more than doubling the 
present capacity are under way. The 
Secretary commented : 


The Flood Control and the River and 
Harbor acts placed additional responsibili- 
ties upon the division. They directed the 
Secretary of the Interior to dispose of the 
power that is generated at the dams con- 
structed by the Corps of Engineers. The 
ultimate installed capacity of these author- 
ized projects will be more than 7,200,000 
kilowatts. 


And the department’s policy as to mar- 
keting power is thus set forth: 


In preparing for the transition to a peace- 
time economy, while meeting the needs of 
war, studies have been undertaken in order 
that the power that is under the jurisdiction 
of this department may be disposed of in ac- 
cordance with the policy that the Congress 
has forged during the past four decades— 
that is, in such a manner as to encourage the 
most widespread use at the lowest possible 
rates to consumers, consistent with sound 
business principles, and with a preference to 
public bodies and codperatives. Considera- 
tion is also being given to the problem of the 
integration, with our Federal power proj- 
ects, of fuel-operated generating plants that 
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were built to serve some of our large mili- 
tary establishments and war plants. 


HILE the Secretary’s letter of 
transmittal gives a hint of the plans 
envisioned for Interior’s power develop- 
ments, it is only by reading the full re- 
ports of its several agencies that one be- 
comes aware of the Federal public power 
empire which looms in the projects al- 
ready under way and proposed. 
The report of the Bureau of Reclama- 
tion, under the heading “Postwar Plans 
to Develop the West,” says in part: 


While pushing its programs to aid in win- 
ning the war the Bureau of Reclamation 
also laid a solid foundation for a program to 
meet the problems of peace. This program 
was presented to the Congress in April in the 
form of an inventory of 415 irrigation and 
multiple-purpose projects which the bureau 
is prepared to undertake in further develop- 
ing the resources of 17 western states and 
to provide jobs and farms for thousands of 
returning servicemen and demobilized war 
workers. ... 

The cost of constructing these projects— 
those authorized and those under study—is 
estimated at close to $5,000,000,000, based on 
1940 costs. The estimated construction cost 
to complete projects already authorized by 
the Congress is $1,337,701,000. ... 

Power plants on bureau projects now have 
an installed capacity of 2,439,300 kilowatts, 
with a total output in 1944 of nearly 14- 
000,000,000 kilowatt hours. The postwar 
program calls for increasing the capacity of 
present plants to 4,863,000 kilowatts prin- 
cipally by adding generating units for which 
space was provided in original construction. 
Additional installations in the postwar in- 
ventory call for the addition of generating 
units which would give Bureau of Reclama- 
tion plants a total capacity of 9,324,000 kilo- 
watts. 


To illustrate the allocation of these 
projects by states, with the capacity and 
cost of power installations, the table on 
page 443 is taken from the report. It is 
headed, “A summary of the bureau's 
postwar inventory of projects.” 

In carrying out Interior’s policy of 
building its own transmission facilities, 
the bureau report stated that “a total of 
144 miles of transmission lines was com- 


pleted and construction of an additional 


308 miles was in progress.” 
Ten pages are devoted to details of the 
work under way and in prospect in each 
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of the seven regions in which the Rec- 
lamation Bureau’s activities are carried 
on. Power developments occupy an 
ever-increasing place in all of these proj- 
ects. These “region” statements are re- 
vealing of long-range plans proposed to 
be carried out at a cost of billions of dol- 
lars. The scope of them is far-reaching, 
and these statements should be read, if 
one wishes to get a clear conception of 
what this one Interior agency contem- 
plates in extending its power domain in 
17 western states. 


s to the Bonneville Power Admin- 

istration, the then Secretary stated: 
Initially, the function of the Bonneville 
Power Administration is regional develop- 
ment; its final objectives are social and 
economic progress. The mechanism y 
which these ends are to be achieved is the 
marketing of an inexhaustible natural re- 
source—Columbia river hydroelectric power. 


In the 20 pages of the report devoted 
to the activities of this agency, under the 
heading, ““The Fourth War Year,” are 
these statements : 

In fiscal year 1945, as in 1944, the North- 


west plants produced more than one-third of 
the nation’s entire aluminum output. Alu- 


minum produced with Columbia river power 
contributed greatly toward the establishment 
of United States air supremacy in the Euro- 
pean and Pacific battle areas.... 

Of even greater importance to final vic- 
tory in World War II was the contribution 
made by Bonneville-Grand Coulee power to 
the development of the atomic bomb. The 
location of the Hanford Engineer Works in 
the Pacific Northwest was determined to a 
considerable extent by the availability of 
large quantities of hydroelectric power and 
water from the Columbia river .. . the Bon- 
neville Power Administration was able to 
provide large quantities of power to the 
Hanford project with the highest possible 
degree of reliability, a prime requisite to 
successful production of the atomic bomb. 


“Industrial and resources develop- 
ment” is given considerable attention, 
the administration stating that analysis 
of its war loads indicates that a maxi- 
mum of 600,000 kilowatts, approximate- 
ly 50 per cent of its capacity, may be- 
come available for remarketing. The re- 
port continued : 

Confronted with this possibility, the ad- 
ministration is devoting considerable effort 
to the formulation of an extensive program 
of market and system development designed 
to provide markets for surplus power as 
quickly as possible, and to assist in retaining 
the Pacific Northwest’s wartime industrial 


Irrigation 


Number 
Of 


New 
Lands 


Acres 
383,050 


State Projects 


Arizona 
California 
Colorado 
Idaho 
Kansas 


New Mexico 
North Dakota 
Oklahoma 
Oregon 

South Dakota 


1,116,000 


Washington 
743,000 


Wyoming 


7 


Power 
Estimated 
Installation Firm Proj- 
Authorized ects under 
Projects Study 
Kilowatts Kilowatts 
225,000 1,877,200 
686,500 27,400 
144,900 574,000 
100,500 138,620 
4 


294,500 252,000 31,000 
57,430 2,000 75,000 

110,500 — 16,000 

194,380 — 102,400 
— 139,750 _- 


600 ans sti 
167,500 —_— 7,800 
25,300 143,000 600 

430,270 18,000 -- 
272,969 8,600 124,700 
252,000 852,000 622,000 
75,000 


Supple- 
mental 
Water 
Acres 

602,800 

4,475,000 

1,981,740 

1,163,715 

67 


Over-all 
Remaining 
Costs, 1940 

Prices 


$1,268,219,000 
000 


525,017,000 
190,142,200 
78,322,000 
265,273,000 
77,955,000 
39,609,000 
143,626,000 





10,809,081 


587,700 40,000 
10,617,078 2,612,250 4,271,720 


$4,792,371,900 


1 Total includes individual units of some major projects. Miscellaneous projects not included. 
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gains. The marketing program is directed 
toward the development of new power mar- 
kets in industries that will directly or indi- 
rectly provide jobs for returning servicemen 
and displaced war workers. 


This development program is an ex- 
tensive one, including many industrial 
reports and economic surveys, all to the 
end of promoting more use of public 
power in the Pacific Northwest. In its 
industrial contact activities, Bonneville’s 
efforts have spread over the country, as 
this extract from its report indicates: 


In carrying out the Bonneville Power Ad- 
ministration’s industrial research and devel- 
opment programs, contacts have been made 
with leading industrialists and businessmen 
throughout the country. 

Through these contacts valuable informa- 
tion on the Northwest’s resources and mar- 
ket potentialities has been made available to 
industries in all sections of the country, 
many of which are looking to the Pacific 
coast as the last industrial frontier. 

Bonneville’s industrial contact program 
has been directed to a large extent toward 
the fields of electronics, electro-process in- 
dustries, and other industries in which low- 
cost power is an important element. 


Promotion was further carried on 
through codperative research projects, 
regarding which the report says in part: 

As a part of the program for developing 
use of power in the Pacific Northwest, par- 
ticularly for farm use and electric house 
heating, a program of codperative research 
with colleges and universities in the North- 
west was initiated by the administration dur- 

ing. fiscal year 1945. 

unds utilized for this research program 
were those provided by the Congress for ad- 
vanced marketing activities. . . . 

The total maximum obligation for all of 

the studies to be undertaken will amount to 


AX to power sales, the following ex- 
tract from the Bonneville report is 
illuminating, both as to the large propor- 
tion of energy which was war load, and 
the substantial amount delivered to pri- 
vate utilities as compared to public utili- 
ties, which are favored in power dis- 


posal : 


During fiscal year 1945 approximately 86 
per cent of all energy generated at the Bon- 
neville-Grand Coulee plants was delivered 
either directly to war industries and mili- 
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tary establishments or to other utilities tp 
enable them to serve such loads... . 
The Bonneville Power Administration de. 
livered 8,500,000,000 kilowatt hours of elec. 
tric energy to 80 customers during this last 
year. Of this total, 824,000,000 went to pub. 
licly owned utilities, 2,057,000,000 to pri. 
vately owned utilities, and 5,632,000,000 to 
industries and military establishments. 


In keeping with Interior’s power 
policy of giving preference to publicly 
owned utilities and codperatives, the re- 
port makes this interesting comment: 

The public agencies distributed low-priced 

Bonneville power under the best American 

business tradition of delivering it at the 

lowest possible cost to the ultimate con- 
sumers. 


It is also noted that, during 1945, “the 
Bonneville and Grand Coulee power 
plants supplied approximately 50 per 
cent of all electric energy consumed in the 
five northwestern states of Washington, 
Oregon, Idaho, Montana, and Utah.” 

A feature of Bonneville’s plans is a 
widespread extension of its high-tension 
transmission system. It built 149.8 miles 
of lines in the first fiscal year. An indica- 
tion of what is contemplated is found in 
this paragraph from Ickes’ introductory 
letter: 

A program of system development, which 
was formulated by the branch of engineer- 
ing and operations, contemplates the early 
investment of approximately $164,000,000 in 
new transmission facilities designed to brin 
low-cost power from existing and propo 
Columbia basin projects to farms, homes, 
and industry throughout the region. The 
new facilities will enable the Bonneville 
Power Administration to bring power into 
power-deficient areas, and will make Colum- 
bia river power available to any point in 
the Northwest at the Bonneville standard 
wholesale rate of $17.50 per kilowatt year. 


The Bonneville report closes with 
statements as to the Columbia basin cost 
allocation report, and a similar one on 
the Bonneville dam. 


HE power business of the Interior 
Department carried in this annual 
report includes that of the Southwestern 
Power Administration. This agency op- 
erates the Grand River dam in Okla- 
homa, and markets its power, as well as 
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that of the Norfork dam in Arkansas, 
and the Denison dam in Texas, both of 
which are operated by the Army En- 
gineers. Electric energy has been mar- 
keted from these plants to private utility 
companies and to war industries. 

This agency also has far-reaching 
plans in view for wide transmission line 
extensions to effect, the report siated, 

“codrdinated operation,” and to serve a 
much larger area than at present. It 
added : 


Coérdination of operations between the 
three projects has been impossible during 
the war because the government does not 
own the necessary interconnecting transmis- 
sion lines, and some of the private com- 
panies, whose lines do not interconnect the 
projects, have been unwilling to make agree- 
ments for the interchange of power and 
mutual use of facilities. 


An indication of the scope of these 
plans is given in this further extract: 


The Flood Control Act of 1944 has made 
it necessary for the Southwestern Power 
Administration to plan an extensive program 
of transmission line construction for inter- 
connecting hydroelectric projects in the 
Southwest and marketing their output. The 
conclusions and recommendations are in- 
cluded in a report to the Secretary entitled 
“Report on Comprehensive Plan of Power 
Distribution and Sales from Hydroelectric 
Projects As Authorized by the Flood Con- 
trol Act, December, 1944 (HR 4485), in the 
Southwestern Region — Arkansas, Okla- 
homa, Texas, Louisiana, Southeastern 
Kansas, Southern Missouri.” 


While Interior’s annual report does 
not go into detail regarding these South- 
western transmission plans, the follow- 
ing extract from the report on a com- 
prehensive plan, above referred to, sug- 


gests a rather ambitious program is in 
mind, if Congress will give Southwest- 
ern the money to go ahead with it: 
. The initial step calls for development of 
a system to distribute and market power 
from the dams already constructed or au- 
thorized. These dams have an aggregate 
total capacity of 666,600 kilowatts. To dis- 
tribute and market the power adequately 
will require the construction of approxi- 
mately 8,400 miles of transmission lines and 
the construction of approximately 210,000 
kilowatts of supplemental steam-generating 
capacity over a period of five years, within 
which the entire electric output of the dams 
could be absorbed. If additional projects 
under study by the War Department are au- 
thorized, resulting in an ultimate installed 
hydroelectric capacity in the system of 1,- 
397,600 kilowatts, it will be necessary to con- 
struct a total of approximately 15,000 miles 
of transmission lines and 770,000 kilowatts 
of supplemental steam-generating capacity 
over a period of twenty years. 


HIS annual report of the Interior 

Department for 1945 (labeled on 
the cover “Victory Edition”) discloses a 
fund of information upon the operations 
of its various power agencies, and upon 
their proposed plans for extending their 
operations. 

Not only has the growth of Interior’s 
power business been noteworthy in the 
past five years, but the consummation of 
its proposed plans, as indicated by the 
extracts quoted from the report, will 
augment its operations very materially. 

Executives of business-managed elec- 
tric utilities will find this annual report 
instructive and illuminating reading. 
Copies of it may be obtained from the 
United States Government Printing Of- 
fice, Washington, D. C. 





q; There is no Senator on this floor who is more friendly 
toward the purposes of the REA than am I. There is no Sen- 
ator on this floor who has gone along with the REA further than 
have I so long as it has confined itself to its legitimate functions. 
The only objection I make is that there is now a tendency in 
certain groups in the REA and without the REA to utilize this 
money for the purpose of constructing generating plants, 
whether they are needed or not. I think some kind of a check 


should be put on the REA.” 


—Crype M. REeEp, 
U. S. Senator from Kansas. 
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Interagency Committee 
Established 


A Cotumsia Basin Interagency Committee, 
for the purpose of effecting the codrdina- 
tion of planning, construction, and administra- 
tion for the multiple-purpose development pro- 
gram of the Columbia river basin and the 
coastal areas in the states of Washington and 
Oregon which drain into the Pacific ocean, 
has been established by the Federal Inter- 
agency River Basin Committee, it was an- 
nounced this month. The Columbia Basin In- 
teragency Committee will consist of one field 
representative each from the Federal Power 
Commission; Department of Agriculture; De- 
partment of the Interior; and the Corps of 
Engineers, War Department; and the Bonne- 
ville Administrator. 

To assure codrdination of activities and 
avoid duplication of effort, the Bonneville 
Power Administration will be represented on 
the committee and the members of the com- 
mittee will represent their respective agencies 
in the activities of the Bonneville advisory 
board. 

The governors of the states of Washington, 
Oregon, Idaho, Montana, Wyoming, Nevada, 
and Utah, which lie wholly or in part in the 
Columbia river drainage area, will be asked to 
designate jointly five representatives to attend 
the regular meetings of the committee for the 
purpose of keeping the members advised of 
the interests of the states in the plans or pro- 
posals under discussion. 

Regular meetings of the committee will be 
scheduled once each month at such points with- 
in the basin as the committee may designate. 
These monthly sessions will provide the means 
through which the field representatives of the 
Federal agencies will effectively codrdinate on 
the ground their activities among themselves 
and with those of the states, in the planning 
and execution of works for the control and 
use of the waters of the Columbia basin. 

Especially important to the objectives of 
the committee is the inclusion of five repre- 
sentatives of the Columbia river states, the 
purpose of which is to insure that the ‘local 
viewpoint on all problems will be given the 
fullest consideration. These representatives, 
serving as a link between the Federal agencies 
and the people of the basin, may take with 
them to committee meetings such advisers or 
consultants from the river states as they con- 
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Events 


sider necessary for the discussion of any par- 
ticular plan or proposal. 


Reorganization Plan Accepted 


Acorns of the second alternative plan 
for reorganization of Portland Electric 
Power Company has been recommended to 
Federal Judge J. A. Fee by Estes Snedecor, 
special master. Under this plan, promulgated 
by the independent trustees, a value of $38- 
500,000 is placed on properties owned by 
PEPCO. 


Broken down, it includes $31,000,000 for 
Portland General Electric Company, $6,500,- 
000 for Portland Traction Company, and $1,- 
000,000 for the Interurban Company. 


Would Reimburse Treasury 


A to reimburse the U. S. Treasury for 
funds expended upon development proj- 
ects of the Reclamation Bureau was recently 
introduced by Senator O’Mahoney, Democrat 
of Wyoming. 

The O’ Mahoney Bill (S 1881) would cor- 
rect provisions of existing reclamation laws 
which divert such repayments into the Recla- 
mation fund. 

The latter practice has been attacked by 
members of the House Appropriations Com- 
mittee as a subterfuge for getting Treasury 
funds into the Reclamation fund. 


New Bonneville Schedules 


Rae wholesale power and energy rate 
schedules and general rate schedule pro- 
visions as submitted by the administrator of 
the Bonneville hydroelectric project of Wash- 
ington and Oregon have been approved by the 
Federal Power Commission. The rate sched- 
ules, designated as Wholesale Power Rate 
schedules A-4, C-4, E-3, and F-3, and Whole- 
sale Energy Rate Schedule H-3 are effective 
as of March 1, 1946, and supersede previous 
Wholesale Power Rate schedules A-3, C-3, 
E-2, Optional Wholesale Rate Schedule F-2, 
and Wholesale Energy Rate Schedule H-3. 

The new schedules and provisions make no 
changes in rate levels but effect rearrange 
ments and revisions in the terms and condi- 
tions under which the rates are to be applied. 
According to the order, they “represent a fur- 
ther development of the rate I Se of the 
project heretofore approved” an 
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ing with the purposes of the Bonneville Act.” 

The Bonneville project is at the head of 
tidewater on the Columbia river about 42 miles 
east of Portland, Oregon, and in addition to 
other facilities has a power plant with an ag- 
gregate capacity of 518,400 kilowatts. 


FPC Orders Rate Reduction 


HE Federal Power Commission on Febru- 
ary 28th announced its order and opinion 
directing Penn-York Natural Gas Corporation, 
with operating offices in Buffalo, New York, 
to reduce its wholesale rates for natural gas 
sold in interstate commerce for ultimate pub- 
lic consumption by $53,200 a year. The order 
applies to 1,550,000 mcr of gas estimated to be 
sold to Republic Light, Heat & Power Com- 
pany, Penn-York’s only customer company. 
Republic distributes gas in New York state. 
Penn-York is ordered to file a new rate 
schedule for the transportation and sale of 
natural gas at wholesale which will reflect the 
rate reduction. The existing rate is 49.9 cents 
per MCF and the commission’s order states that 
a commodity charge of 38 cents per McF plus 
a transportation charge of $10,960 monthly will 
produce revenues which will compensate Penn- 
York in an amount to cover all necessary op- 
erating expenses, depreciation, taxes, cost of 
purchased gas, and a 6 per cent return on its 
investment. Accordingly, this revised 2-part 
rate shall be set forth in the revised rate sched- 
ule which will be effective on all bills rendered 
after March 15, 1946, provided the schedule 
is submitted in a form satisfactory to the com- 
mission. 


Accounting Adjustments 
Approved 


pprgeenens of the Michigan Gas & Electric 
Company, Ashland, Wisconsin, to make 
accounting adjustments involving the elimina- 
tion of $466,675 from its electric and gas plant 
accounts, have been approved by the Federal 
Power Commission. The amounts to be dis- 
posed of represent excesses of recorded cost 
over original cost, including common stock is- 
sued for franchises, write-ups in connection 
with property acquisitions, and other items 
capitalized in error. 

Prior to the order announced on March 8th, 
the company had disposed of $741,528 excess 
by charges of $143,412 to earned surplus and 
$598,116 to capital surplus. Thus the total 
amount eliminated from the company’s books 
since reclassification and original cost studies 
were originally filed will be $1,208,203. The 
order allows the company additional time to 
make further studies necessary to reclassify 
the amount of $3,907,869 remaining in Account 
100.6, Electric Plant in Process of Reclassifi- 
cation. 

Of the $466,675 involved in the commission’s 
order, the company will dispose of $155,675 
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remaining in Account 100.5, Plant Acquisition 
Adjustments, Electric and Gas, by annual 
charges to Earned Surplus over a period of 
fourteen years beginning with the year 1945. 
The amount of %1 11,000 remaining in Ac- 
count 107, Plant Adjustments, Electric and 
Gas, will be charged to Capital Surplus. 

The Michigan Public Service Commission 
also has approved similar accounting adjust- 
ments. 

Michigan Gas & Electric, a subsidiary of 
Middle West Corporation, is engaged in the 
sale of electric energy and manufactured gas 
in the state of Michigan. 


Consolidated Hearing Fixed 


HE Federal Power Commission recently 

announced it had fixed March 27th, in 
Washington, D. C., for consolidated hearing 
on three applications filed by Arkansas Louisi- 
ana Gas Company for permanent certificates of 
convenience and necessity to operate existing 
transmission facilities constructed to meet 
wartime emergencies under temporary FPC 
authorization. The company also asks per- 
mission to construct additional facilities and to 
remove a portion of two 4-inch lines near Lit- 
tle Rock which will no longer be used. The new 
construction is estimated to cost $530,391 and 
is to be financed from cash reserves and 
through an advance from Arkansas Power & 
Light Company. 

The first of the facilities for which a per- 
manent certificate of convenience and neces- 
sity is sought consists of 36 miles of 103- and 
123-inch pipe extending from the Lisbon field 
in Louisiana to El Dorado, Arkansas, and 
thence to the Ozark Ordnance Plant. 

The facilities which were constructed to 
supply the Shumaker Naval Ordnance Plant, 
located in Ouachita county, Arkansas, are com- 
prised of 6 miles of 88-inch pipe extending 
from a point on Arkansas Louisiana’s 12-inch 
line in Ouachita county to the ordnance plant, 
and a 500-horsepower cmngrane unit at Bar- 
ton compressor station near El Do :do. 

In the application filed At, “Locket No. 
G-697, Arkansas Louisiana asks permission to 
operate on a permanent basis its “L system” 
which was originally constructed to supply gas 
to war plants in Arkansas. 

According to the applications, the total in- 
vestment in these facilities to date is about 
$3,548,776 


Exemption Policy to Be 
Severer 


A™ and tougher policy on exemptions 
from the competitive bidding require- 
ments for preferred stocks, whether or not 
they involve exchange offers, was annou..ced 
recently by the Securities and Exchange Com- 
mission. 

The commission’s new approach was set 
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forth in its findings granting such an exemp- 
tion to Oklahoma Gas & Electric Company on 
its issue of 675,000 shares of new 4 per cent 
en preferred stock for exchange pur- 


per he SEC pointed out that it has undergone a 
change of view since approving ae com- 
petitive bidding the preferred stock financin 
and exchange fn the recent poe of Cincinnati 
Gas & Electric Company, and said 

“The commission has since that (Cincinnati 
Gas) decision given considerable study to the 
general problem of competitive bidding on 
preferred stock issues. The commission is now 
of the view that, as a matter of future policy, 
preferred stock issues under the Holding Com- 
pany Act should ordinarily be submitted to 
competitive bidding, whether or not they in- 
volve exchange offers. 

“However, the present issue was the subject 
of informal discussions with the staff of the 
commission prior to the formulation of the 
above policy. The proposals have been ap- 
proved by the Oklahoma state commission as 
to the accounting entries and the issuance of 
the securities has been submitted and approved 
by the Arkansas state commission. Under all 
the circumstances of this case and without 
considering this matter as any precedent in 
future cases, we will grant the exemption from 
the requirements of Rule U-50.” 

The commission refused to approve at this 
time Oklahoma’s request for an order nullify- 
ing an undertaking entered into by the com- 
pany and approved by the commission Octo- 
ber 28, 1943, regarding a restriction on the pay- 
ment of dividends on capital stock of the com- 


pany. 


Request FPC Authorization 


HE Federal Power Commission has re- 

ceived a joint application from the Iro- 
quois Gas Corporation, Buffalo, New York, 
and the United Natural Gas Company of Oil 
City, Pennsylvania, for permission to construct 
approximately 20 miles of 16- inch loop line 
from “Maloney farm by-pass” of United, lo- 
cated about 24 miles south of the Pennsylvania- 
New York state line, to “Little Valley by-pass’ 
of Iroquois, Cattaraugus county, New York. 
It is estimated the cost of this project will be 
$465,000 to Iroquois Fy $65,000 to United, 
making a total of $530, 

The proposed loop rim complete an inte- 
grated pipe-line system composed of four con- 
tinuous parallel pipe lines through which Iro- 
quois obtains delivery of part of its natural 
gas requirements from United. According to 
the application, the plan for constructing this 
parallel pipe-line section was originally pro- 
posed about 1915 at the time other sections of 
the gas system were constructed. Until recent- 
ly, gas from producing gas wells located in 
western New York, together with gas pro- 
duced in northwestern Pennsylvania and orig- 
inating with United has enabled Iroquois to 


meet peak-day demands without nin of 
this loop. The accelerated rate of gas produc- 
tion during the war and the failure to dis. 
cover prolific gas fields, together with the de- 
cline of gas production in New York State, now 
necessitate construction of pipe-line facilities 
to provide lower pipe-line pressures for trans- 
mission of a gas supply to safeguard existing 
customers. 

Iroquois, a subsidiary of National Fuel Gas 
Company, distributes mixed and natural gas 
to 78 communities in western New York, in- 
cluding Buffalo and Lackawanna. In addition, 
the company serves gas at wholesale to New 
York State Electric & Gas Corporation, Re- 
public Light, Heat & Power Company, and 
two affiliated companies, the Wanakah Gas 
Corporation and Provincial Gas Company, 
Ltd., Canada. 


FPC Approves Plan 


Armorat of Canadian River Gas Company’s 

plan to make accounting adjustments in- 
volving the elimination of $3,757,022 from its 
gas plant account was announced on March 
4th by the Federal Power Commission. This 
amount represents write-ups or other excesses 
over the original cost of the gas plant. 

The proposals, as approved, brought to a 
conclusion matters relating to the original cost 
of the gas plant which the commission con- 
sidered in connection with its Opinion No. 73 
and accompanying order reducing rates of the 
company. 

The original cost of gas plant claimed by 
the company was considerably in excess of the 
original cost as determined by the commission 
for purposes of the rate proceedings. After 
the affirmation by the United States Supreme 
Court of the commission’s order in the rate 
proceedings, the company on October 12, 1945, 
filed reclassification and original cost studies 
of gas plant as of January 1, 1940, in which it 
reclassified $3,757,022 in Account 107, Gas 
Plant Adjustments, and proposed that the 
amount be disposed of by charges to other ac- 
counts. 

The Oklahoma Corporation Commission ad- 
vised that the plan of disposition was satisfac- 
tory and the New Mexico Public Service Com- 
mission stated that it was a matter over which 
it has no jurisdiction. 


Rate Schedules Approved 


HE Federal Power Commission recently 

announced its approval of new rate sched- 
ules filed by Natural Gas Pipeline Comper 
of America, Chicago, Illinois, which will (1 
provide a refund aggregating $2,334,319 to 
ultimate consumers who purchase gas from 
11 companies serving Illinois, Iowa, Kansas, 
and Nebraska communities which in turn pur- 
chase gas from Natural Gas Pipeline and (2) 
reduce the cost of natural gas to the 11 compa- 
nies by $687,955 annually in the future. 
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The refund and reduction result from sav- 
ings in the cost of gas purchased by Natural 
Gas Pipeline from Colorado Interstate Gas 
Company pursuant to the commission’s order 
in Docket No. G-118, which was affirmed by 
the United States Supreme Court last April. 


The rate reductions effected by the order 
recently announced are a sequel to the $6,500,- 
000 annual reduction in the rates of Nat 
Gas Pipeline Company of America ordered ef- 
= by the commission on September 20, 


Arkansas 


Offers to Buy Line 


N offer to buy, complete, and operate as 
A tax-paying facilities the Jones Mill power 
plant and the Ark-La transmission line, at a 
cost of more than $13,000,000, was recently 
made by C. Hamilton Moses, president of the 
Arkansas Power & Light Company. 

Construction of the Jones Mill plant was 
started by the Federal government when work 
was begun on the aluminum plant at Lake 
Catherine, Arkansas, but was suspended dur- 
ing the war when the Southwestern Power 
Pool of private utilities and government facili- 
ties was formed to supply power for the plant. 
The Ark-La line, 194 miles long, was built at 
a cost of about $4,000,000 by the Ark-La hold- 
ing company codperative, composed of five 
south Arkansas and five north Louisiana rural 
co-ops, to furnish part of the power require- 
ments of the Lake Catherine aluminum plant 
and its use was discontinued when the alumi- 
num plant was closed down after the war. 

“The Arkansas Power & Light Company 
will reimburse the Federal government for 
money already expended on the Jones Mill 
power station and will install generating ca- 
pacity as required, up to 70,000 kilowatts or 
any more that might be needed,” said Mr. 
Moses. 

“We will also take over and operate 
in our integrated system the Ark-La line, as- 
suming the outstanding indebtedness of about 


$3,800,000 now owed the Federal government 
by the codperative. 

“Under this plan the Jones Mill plant can 
be completed and the Ark-La line utilized with 
repayment to the government of the funds ex- 
pended upon them, eliminating the need for 
further expenditures 6f tax funds and increas- 
ing the capital tax-paying wealth of the area.” 

The Arkansas Power & Light Company and 
10 other utilities of the Southwest recently of- 
fered to take the full output of ail government 
flood-control dams in the area, and to con- 
struct tax-paying lines to bring the power to 
markets. Under this plan they have agreed to 
pass on all savings to all customers, under 
supervision of regulatory commissions, and to 
give preference to rural co-ops and govern- 
ment agencies in accordance with provisions of 
the Flood Control Act of 1944. 

Douglas G. Wright, administrator for the 
Southwestern Power Administration, told the 
11 companies by letter on March 8th that 
“There are a number of reasons why your 
offer (February 15th) cannot form the basis 
for negotiations.” 

“You plainly wish to have the exclusive 
preference in the purchase of this power and 
energy and a monopoly on the distribution and 
use of it in areas served by your companies.” 

Acceptance of the offer, it was said, would 
have eliminated the necessity for a proposed 
$202,000,000 public power system advocated by 
Mr. Wright. 


California 


Would Revise Fare Schedule 


Mea of Utilities James H. Turner 
early this month announced he was rec- 
ommending to the public utilities commission 
of San Francisco that it resubmit to the board 
of supervisors a slightly revised streetcar fare 
schedule. 

The proposed schedule would include, how- 
ever, the originally proposed 10-cent cash fare 
or three rides for De cents by use of tokens. 

Turner’s recommendation followed receipt 
of a letter from Frank H. Sloss, regional price 
executive for the Office of Price Administra- 
tion, stating that an OPA audit of Municipal 
Railway books had failed to show the necessity 


of a fare increase. The letter suggested that 
the railway find some way to reduce its costs 
nes increase its revenues without increasing 
ares. 

To this Turner answered: “We cannot re- 
duce costs. We are confronted with ever-in- 
creasing costs today. An-increase in fares is 
necessary. It will be my recommendation to 
the utilities commission that it resubmit the 
slightly revised schedule to the board of super- 
visors.” 

Turner’s request for an audit by the OPA 
was made in the hope a study of the railway’s 
figures would result in the OPA dropping its 
Federal court suit which is blocking the city’s 
attempt to increase fares. 
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District of Columbia 


Rate Hearing Scheduled 


HE District of Columbia Public Utilities 
Commission was scheduled to hold its an- 
nual public investigation into the rates and 
services maintained by the Potomac Electric 


Power Company on March 26th, under its slid- 
ing-scale arrangement, E. J. Milligan, executive 
secretary of the utilities commission, has an- 
nounced. 

Anyone with suggestions for new rates was 
invited to appear, Mr. Milligan said. 


Georgia 


Electric Rate Cut Ordered 


TS Savannah Electgic & Power Company 
has been ordered by the state public serv- 
ice commission to reduce residential and com- 
mercial electric rates by $127,300 annually, ef- 
fective April Ist. 

Giving effect to the rate reduction, the com- 

any’s net earnings for 1946 are estimated at 

05,000, or a 5 per cent rate of return on the 
book value of the electric plant, less deprecia- 
tion reserve. 

In ordering the reduction in rates, the 
Georgia commission considered solely the 
$240,000 yearly saving which its staff esti- 
mated Savannah Electric & Power Company 
would realize from elimination of Federal ex- 
cess profits taxes at the 1945 year-end. 

As against this the company pointed out, 
unsuccessfully, that electric revenues this year 
would fall short of 1945 because of closing 
down of shipyards and Army installations and 
the general increases in al] operating costs now 
being experienced. 

Another important feature of the Georgia 
commission’s order was the elimination of 


prompt payment discounts for electric service. 
(See, also, page 458.) 


Flat Rate Beats Meter 
Shortage 


Oz to a shortage of meters, electric serv- 
ice will be extended to new residential 
customers on a flat rate basis until meters can 
be installed, the Georgia Power Company an- 
nounced recently. 

Under the temporary plan, a customer’s bill 
is based on a flat rate for residential lighting 
and for small appliances, plus an estimated rate 
for large appliances in use.at the time service 
is initiated or put in use later, the company 
stated. 

Meters will be installed as soon as the sup- 
ply, now reduced by strikes, becomes adequate. 

According to the company, it is expected 
actual consumption will be as much or more 
than the estimated consumption, but the cus- 
tomer and the company agree there will be no 
adjustment .for unmetered service after a 
meter is installed. 


Indiana 


Ruling against OPA Upheld 


T= Office of Price Administration on 
March Ist lost its appeal for an injunction 
against the fare increase of Indianapolis Rail- 
ways, Inc. The Federal Circuit Court of Ap- 
peals at Chicago upheld the decision last De- 
cember of Judge Robert C. Baltzell, of the 
Federal court at Indianapolis, in denying the 
OPA petition. 

The OPA intervened in the fare case last 
fall when the utility, which operates the In- 
dianapolis bus, streetcar, and trolley system, 
asked the state public service commission to 
have the increased fares made permanent. 

The fares, which went into effect on a trial 
basis for three months starting September 
15th, were 10 cents cash or eight tokens for 55 
cents on all vehicles. Formerly, the charges 
were 7 cents cash or four tokens for 25 cents 
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on streetcars and trackless trolleys, and 10 
cents straight on the busses. 

Early this year the state commission cut the 
token fare back to four for 25 cents, under an 
emergency order, which the transit firm con- 
tended made the OPA appeal subject to dis- 
missal from court on the grounds it was then 
a moot question. 

The decision in the Chicago court was unani- 
mous. Participating were Judges Evan A. 
Evans, Will M. Sparks, and J. Earl Major. 

The railway company on March 8th, at a 
hearing before the state public service com- 
mission, proposed a token rate for the re- 
mainder of 1946 of three tokens for 25 cents, 
a 10-cent cash fare, and a 2-cent transfer fee. 

And even with the fare in the immediate 
postwar years, 1947, 1948, and 1949, the com- 
pany contended in testimony presented that an- 
nual deficit after net operating income has 
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been adjusted will be more than $50,000 year- 
ly, indicating that an even higher fare will be 
necessary. 

Announcement of a 15-cent hourly pay in- 
crease for employees of Indianapolis Railways, 
Inc., on March 4th ended a company-union con- 
troversy which for a time had threatened to 
tie up the entire transit system in the city of 
Indianapolis. 

Meanwhile hearings on the company’s ap- 
peal for a higher fare schedule were resumed 
before the state public service commission. 
When the hearing was recessed January 22nd 
Indianapolis Railways was presenting evidence 


to show that it cannot make a “fair return” on 
present fares. 

In addition to the wage increase, the com- 
pany-union settlement provides for a 5-day, 
40-hour week. The union, the Amalgamated 
Street, Electric Railway, and Motor Coach 
Employees of America (AFL), had protested 
the company’s scheduled return to a 5-day 
week without compensating wage adjustment. 

A company spokesman said the increase will 
mean an additional $500,000 to $600,000 a year 
to be paid out by the company in wages. Op- 
erators also receive a passenger bonus which 
averages 4 to 5 cents an hour. 


Kentucky 


Anti-TVA Bill Beaten 


HE state house of representatives on Feb- 
ruary 27th defeated the Moss anti-TVA 

bill by a vote of 60 to 31. 
The action, by forty-eight Democrats and 
twelve Republicans, definitely shelves for the 


present session a measure, which according to 
its opponents, would have made it virtually im- 
possible for municipalities to acquire their own 
electric utility systems or to extend the use of 
TVA power in the state. 

The bill had passed the senate on February 
7th by a vote of 24 to 14. 


Maryland 


Sign Arbitration Contract 


\ X 7 RITTEN agreement between the Baltimore 
Transit Company and its employees cov- 
ering the decision of a board of arbitration in 
the recent labor dispute and providing for the 
arbitration of any dispute which may arise in 
the future was announced recently after a 
meeting between union and company officials. 
The agreement was made effective as of De- 
cember 29, 1945, and will remain in force un- 
til January 4, 1947, with the provision that it 
shall continue from year to year thereafter 


unless written notice by registered mail is 
given by either party at least sixty days prior 
to the expiration date of any year. 

Heading the union group was Clayton G. 
Perry, president of Division 1,300, the Amal- 
gamated Association of Street, Electric Rail- 
way, and Motor Coach Employees (AFL), 
with Fred A. Nolan, president of the company, 
leading the employers. 

The wage increase, according to the com- 
pany, amounts to approximately one and three- 
quarter million dollars a year, with retroactive 
pay amounting to $650,000 


Michigan 


Panel Picked in Power 
Dispute 


| popemane General Vernon J. Brown, act- 
ing in the absence of Governor Kelly, 
early this month appointed a special 3-man 
panel to mediate a labor dispute between the 
Michigan Northern Power Company, at Sault 
Ste. Marie, and members of District No. 50, 
United Mine Workers. 

The panel consists of James Greenfield, state 
labor mediation board conciliator; the Rever- 
end J. Elmer Dahlgren, pastor of the Elim 
Lutheran Church, Sault Ste. Marie ; and Carol- 
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ton E. Lindstrom, cashier of the Central Sav- 
ings Bank, Sault Ste. Marie. 

John Badoud, regional director of the union, 
filed a 5-day notice of intention to strike with 
the state board February 16th, but the board 
accepted the filing as a 30-day notice, in con- 
formity with a state law requiring a month’s 
“cooling-off” period in utility disputes. The 
union notified the board on March Ist that 
negotiations were “at a standstill.” 


Appeal Proposed 


A moumnnation that an appeal be taken 
from a circuit court decision refusing to 
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dismiss completely the suit of the greater De- 
troit and Wayne county CIO council against 
the Detroit street railway was planned recent- 
ly by Richard A. Sullivan, DSR general man- 


ager. 

Circuit Judges Clyde I. Webster, Robert M. 
Toms, and Arthur Webster on February 28th 
ruled out the council’s request for an order 
restraining the DSR from collecting the new 
10-cent fare. 

At the same time, the judges, over protest 
of the DSR, ruled that C. Pat Quinn, presi- 


dent, and Samuel Sage, secretary of the coun. 
cil, could continue their suit by amending their 
injunction plea to appear as ratepayers rather 
as officers of the council. 

A wage increase of 13 cents an hour, or ap- 
or yew 10 per cent, has been given 1,900 

SR maintenance workers in an arbitration 
award announced recently. Each employee will 
receive a boost of $5.20 for a 40-hour week. It 
became effective March 2nd and, in accord- 
ance with the agreement to arbitrate, will re- 
main in effect until February 28, 1947. 


Minnesota 


Rate Reductions Announced 


R’= reductions totaling $420,000 a year for 
St. Paul electric users were announced 
recently. The cuts, intended particularly for 
residential and the smaller commercial users, 
will become effective on bills issued after next 
April Ist, it was announced by the Northern 
States Power Company. 

The reduction in St. Paul was part of a pro- 
gram announced by the company on March 8th 


for cutting rates in all Minnesota areas served 
by the concern. Total reduction granted Minne- 
sota users will be about $2,500,000. Nearly 
half of that rate saving will be given cus- 
tomers in St. Paul, with its cut of $420,000, in 
Minneapolis where the saving will be $785,000, 
and in the adjoining suburban areas. 

An emergency ordnance establishing the 
new rates in St. Paul was introduced in the 
city council by William Parranto, commis- 
sioner of public utilities. 


Mississippi 


Senate Votes Oil and Gas Bill 


BROAD antiwaste, proconservation oil and 
gas bill, that creates a 5-member board 
appointed by the governor to enforce the pro- 
visions, passed the state senate recently. 
Senator Luther A. Whittington of Natchez, 
author of the 12-page measure and who steered 
it to passage, explained that the cost of admin- 
istering the proposal would be borne by the 
producing companies in the amount of seven- 
eighths and the remaining one-eighth by the 
royalty owners. 
The oil and gas board would be empowered 


to retain a petroleum consultant and appoint 
an oil-gas supervisor and fix their compensa- 
tion. The supervisor, subject to board ap- 
proval, would have the authority to employ 
all personnel to execute the provisions. 

The Whittington oil-gas conservation bill 
passed by a vote of 32 to 12. Major amend- 
ment adopted to the bill was one by Senator 
C. W. Sullivan of Hattiesburg to regulate the 
spacing of wells. Senator Whittington denied 
the measure was a proration bill. 

The board would have headquarters at Jack- 
son with authority to establish district offices 
in any county seat that it regards as feasible. 


New Hampshire 


Electric Rates Reduced 


TE state public service commission on 
February 28th issued an order requiring 
the Public Service Company of New Hamp- 
shire, the state’s largest utility, to reduce its 
domestic electric rates in the amount of $342,- 
515 a year. This reduction of approximately 
9 per cent, upon a revenue basis, was agreed 
to by the company following conferences with 
the commission. The revised tariffs were ac- 
tually filed on February 11th, and they be- 
came effective on March Ist. 
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The commission order recited, as one of the 
reasons for the reduction, increased customer 
consumption which, in 1945, for the first time 
in the history of the company, exceeded an 
average of 1,000 kilowatt hours per year per 
customer, the exact average figure being 1,012 
kilowatt hours of electricity, with average 
revenue of $44.93, 

Although not specifically stated in the re- 
port, it was understood that another element 
entering into the computation of the new rate 
was reduced taxes due to repeal of the Fed- 
eral excess profits tax. A considerable por- 
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tion of this tax saving was passed on to em- 
ployees in a general wage increase and the 


+ 


balance was taken into account in determining 


the amount of the rate of reduction. 


New Jersey 


Gas Walkout Voted 


T= hundred gas production workers 
employed by the Public Service Electric 
& Gas Company of New Jersey have voted to 
strike at the end of the prescribed 30-day cool- 
ing-off period, Joseph P. Dunn, counsel for 
the Harrison Gas Works of Public Service, in- 
dependent union, announced on March 2nd. He 
said the vote was 1,233 to 37 in favor of strik- 
ing because of the company’s refusal to meet 
a 20 per cent wage increase demand. 

The company has offered a 123-cent-an- 
hour rise, which the union has rejected, he 
said. Plants that will be affected by the walk- 
out if it takes place are in Harrison, Paterson, 
New Brunswick, Trenton, Camden, and Glass- 
boro. Present minimums range from 94 cents 
to $1.12 an hour. 


Resigns from Commission 


C= Joseph E. Conlon recently 
resigned as a member of the state board 
of public utility commissioners following his 
nomination by Governor Walter E. Edge and 
confirmation by the state senate as judge of 
the court of common pleas of Essex county. 


” 


New 


Meter Plan Strikes Snag 


Tz state public service commission on 
March 10th advised the Consolidated Edi- 
son Company to revise its proposed plan for 
the purchase of meters from submetering com- 
panies. An opinion by Milo R. Maltbie, chair- 
man of the commission, reviewed previous ar- 
rangements between Consolidated and sub- 
metering companies and suggested that the 
utility, having encouraged submetering prac- 
tices in the past, is under some obligation to 
take over equipment which it can use in the 
“rendition of service.” 

Because of rate reductions put into effect 
recently by the company following the merger 
of several subsidiaries, certain submeterers, 
according to the commission, now find that 
their business is no longer profitable and wish 
to retire from the submetering business, but 
they object to Consolidated’s plan to buy only 
usable equipment. 

Mr. Maltbie declared that Consolidated or 
its predecessors were responsible for the in- 
troduction of submetering and the utility there- 
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Judge Conlon was originally appointed to 
the New Jersey commission by former Gov- 
ernor Charles Edison in June, 1941. During 
the war period he also served as state codrdi- 
nator of transportation. 

Joseph A. Brophy, who has resigned as sec- 
retary of state, has succeeded Judge Conlon 
upon the board and will serve the balance of 
Judge Conlon’s unexpired term, ending in 
June, 1947. He is a Democrat and former 
mayor of the city of Elizabeth, New Jersey. 


Backs Utility Strike Ban 


HE New Jersey State Chamber of Com- 

merce recently announced its support of 
Governor Walter E. Edge’s administration 
bill to curb public utility strikes. 

In a statement backing the bill, which would 
provide state intervention in labor disputes 
threatening interruption of public utility serv- 
ices, the chamber of commerce said “no group 
should have the power to deprive the general 
public of essential utility services, since the 
health and safety of the people are para- 
mount.” 

The bill recently passed the state senate by a 
vote of 13 to 3. 


York 


fore has an obligation, “possibly not legal but 
moral,” which should be recognized when a 
submeterer decides to discontinue his business. 
On the other hand, the opinion continued, the 
company should not be required to take over 
obsolete meters. 


Named to Fact-finding Board 


pwarp P. Mutrooney, former police com- 

missioner, on March 5th was named as 
the fifth member of the special fact-finding 
committee recently set up to consider wages, 
working conditions, and labor relations be- 
tween city transit workers and the board of 
transportation of New York city. 

Mayor William O’Dwyer announced the ap- 
pointment while the first meeting of the com- 
mittee was under way in the offices of Arthur 
S. Meyer, chairman of the state mediation 
board. 

Other members of the committee are Mrs. 
Anna M. Rosenberg, chairman of the New 
York City Veterans’ Service Committee; 
Samuel Rosenman, former state supreme court 
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justice; and Theodore W. Kheel, former ex- 
— director of the National War Labor 
oard. 


Utility Told to Ignore Pickets 


HE Long Island Lighting Company re- 

cently was directed to provide gas and 
electric service to a customer of Roslyn in a 
decision by Supreme Court Justice Cortland 
A. Johnson at Mineola, Long Island. 

The customer had been unable to obtain 
gas and light for his house, one of a group 
being constructed in Roslyn, when union em- 
ployees of the lighting company refused to 
cross picket lines set up by the Building and 
Construction Trades Council of Nassau and 
Suffolk counties. 

In the same decision Justice Johnson en- 
joined the council from “doing any act which 
will result directly or indirectly in depriving 
the plaintiff of gas and electric service to 


which he is entitled.” A motion by the coun- 
cil to dismiss the action was denied. 

The justice in his decision noted that the 
construction company had declined to enter 
into any union agreement, as a result of which 
the council had placed pickets about tne hous- 
ing development. 


Industrial Rate Cut Filed 


HE Central New York Power Corporation 
has filed with the state public service com- 
mission schedules representing a net reduc- 
tion of $676,000 annually in its commercial and 
industrial electric rates, effective April 15th. 
Nearly 25,000 commercial and industrial con- 
cerns will receive reductions under the new 
scale, while 3 per cent will pay slightly more, 
the company said. 
The reduction follows a $343,000 cut in resi- 
dential and farm rates, which went into effect 
on January Ist. 


7 
Oklahoma 


Street-lighting Bill Cut 


REDUCTION in power rates which will save 

Oklahoma City more than $45,000 a year 
was announced recently by Reford Bond, 
chairman of the Oklahoma Corporation Com- 
mission. 

Under the new rates street-lighting costs 
will be cut in half, sewage and water pump- 
ing rates will be cut 6.94 per cent, and an aver- 
age reduction of 6.69 per cent will be made on 
all other city lighting costs. 


The rates will become effective July Ist. 

George A. Davis, president of OG&E, said 
the reductions were necessary due to “abnor- 
mal conditions” confronting councilmen in 
meeting city operating costs. 

Reductions in Oklahoma City are a part of 
larger reduction programs to reduce rates for 
municipal governments, public schools, and 
county and state buildings in areas operating 
under an OG&E franchise. The total reduc- 
tion is expected to effect savings of $200,000 
to the affected communities. 


Virginia 
REA Co-ops Receive Loans 


ve rural electrification codperatives 
have sufficient money in sight to extend 
electric service to more than 10,000 new rural 


consumers. An REA spokesman recently 
stated that Virginia borrowers had received 
REA loans of $4,120,000 from funds avail- 
able for the 1946 fiscal year. This amount, 
together with funds allotted but not advanced 
during the war years, will make it possible to 
increase by a third the approximately 30,000 
rural consumers now served. 
In addition, Virginia borrowers have re- 
quested further line construction loans of $2,- 
an amount sufficient for lines to serve 
enproninstety 6,000 consumers. However, 
a small amount of this requested total can 
be smnpeued from 1946 REA loan funds. Of 
the $200,000,000 made available by Congress 
to REA during the 1946 fiscal year, only $4,- 
520,000 can go to Virginia. 
The REA said plans are now complete for 
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adding several thousand more consumers and 
work will get under way as line construction 
materials become available. 

Since creation of REA in 1935, Virginia has 
been allotted $15,023,380 in loans, it was re- 
cently reported. 


Company and Union Renew 
Talks 


A been gy aimed at preventing a strike 
April 1st which threatened to shut off 
light and power for the city of Alexandria, 
Arlington and Fairfax counties, and other 
Virginia communities were resumed recently 
at Richmond. Officials of the Virginia Elec- 
tric & Power Company expressed hope a sat- 
isfactory solution could be reached, but eight 
locals of the International Brotherhood of 
Electrical Workers have filed formal notice of 
their intention to strike unless an agreement 
is reached before the deadline. 
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The Latest 
Utility Rulings 


Authority Renounced over Power Company 
Acquired by, Nonprofit Corporation 


N application, pursuant to § 204 of 
the Federal Power Act, for author- 
ity to issue securities was dismissed by 
the Federal Power Commission for lack 
of jurisdiction because the applicant, 
Nebraska Power Company, has been ac- 
quired by Omaha Electric Committee, 
Inc., a quasi public nonprofit membership 
corporation, which is an instrumentality 
of Loup River Public Power District. 
The commission held that the power com- 
pany has become indirectly wholly owned 
by the power district, a political subdivi- 
sion of the state of Nebraska through its 
instrumentality, Omaha Electric Com- 
mittee, Inc. 

The Peoples Power Commission had 
been created under legislative authority 
but an injunction was granted against 
negotiations for its acquisition of Ne- 
braska Power Company properties. On 
appeal, the supreme court of Nebraska 
ordered the injunction dissolved. In the 
interim certain parties, styling themselves 
“Power Committee,” proceeded as indi- 
viduals to acquire the electric system for 
the benefit of the citizens of Omaha, to 
be operated on a nonprofit basis pending 
a decision of the courts concerning the 
validity of the creation of Peoples Power 
Commission, or establishment otherwise 
of a legal governmental entity to take 
title. 

Members of the Power Committee in- 
corporated Central West Irrigation Com- 
pany, a nonprofit corporation. Subse- 
quently the name of this corporation was 
oongne to Omaha Electric Committee, 
ne. 

This corporation acquired the com- 
mon stock of the power company with 
financial backing by Loup District. Offi- 
cers and directors of the power company 


resigned and new officers and directors 
were appointed. 

The commission concluded that Loup 
District has real indirect ownership of 
the Nebraska Power Company by reason 
of the fact that all of the common capital 
stock is pledged as additional security for 
Loup District’s indebtedness incurred so 
as to provide the Electric Committee with 
the funds to purchase the common capital 
stock. 

Under § 201(f) of the Federal 
Power Act, which exempts any corpora- 
tion wholly owned, directly or indirectly, 
by a state or any political subdivision of 
a state, or any agency, authority, or in- 
strumentality of the same, the commis- 
sion held that it lacked jurisdiction. It 
was said: 


We think this obviously discloses a con- 
gressional intent to subject private enter- 
prise alone to regulation by the Federal 
Power Commission, and not to extend that 
regulation to government and its instru- 
mentalities. The word “indirectly” extends 
the exemption to cover corporations wholly 
owned by any “agency,” “authority,” or “in- 
strumentality” of the United States, any 
state, or any political subdivision of a state. 
The word “indirectly” as it appears in § 
201(f) unquestionably was intended to 
mean something more remote and indefinite 
than “direct” ownership. It concludes other 
modes of owning than by taking legal title. 
Taken together the words “directly or indi- 
rectly” cover every character of proprietary 
interest. 


Concerning a contention that the cor- 
poration was not wholly owned because 
there was preferred capital stock owned 
by the public, the commission pointed out 
that the holders of a majority of the stock 
must be present in person or by proxy at 
each meeting of the stockholders. The 
commission continued : 
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Since there are 1,000,000 shares of com- 
mon stock issued and outstanding, all owned 
by the Electric Committee, and only 74,523 
shares of preferred stock outstanding, 
owned by many interests, it appears impos- 
sible for the preferred stockholders at any 
time to control the management and opera- 
tion of the applicant corporation. But what 
is more important is that the legislative his- 
tory of the act indicates that the Congress 
did not intend the words “wholly owned” 
to include ownership of preferred stock. 


The commission further held that au- 
thorization was not required for trans- 
actions between the power company and 
the Power Committee or Loup River 
Public Power District. 

A transaction in which a public utility 
disposes of facilities to a political sub- 
division of a state or its instrumentality, 
it was held, would be a transaction in 


which such political subdivision or instru- 
mentality would be involved, and there- 
fore not subject to commission control. 
Reference was made to a similar view of 
the Securities and Exchange Commis- 
sion in Re Western Pub. Service Co. 
(1941) 43 PUR(NS) 395. 

Chairman Olds and Commissioner 
Smith, dissenting, not only stated their 
opinion that the commission still had 
jurisdiction of the company, but also dis- 
approved the proposed security issues. 
They criticized the financial results and 
noted that the company’s capital struc- 
ture after redemption of preferred stock 
would consist of more than 90 per cent 
of debt securities. Re Nebraska Power 
Co. (Opinion No. 128, Docket No. IT- 
5954). 


e 


SEC Exclusion of Officers’ Stock from 
Participation Held Erroneous 


Nn order of the Securities and Ex- 
change Commission, refusing 
recognition of participation rights by cor- 
porate officers who had acquired stock 
while a reorganization was pending, has 
been reversed by the United States Court 
of Appeals for the District of Columbia 
on the ground that the commission had 
not rightly construed and followed the 
opinion of the Supreme Court in Securi- 
ties and Exchange Commission v. Chen- 
ery Corp. (1943) 47 PUR(NS) 15. A 
former order denying participation had 
been reversed by the circuit court in 
(1942) 44 PUR(NS) 138, and the re- 
versal had been sustained by the Su- 
preme Court, but the matter had been re- 
mitted to the commission for reconsidera- 
tion. 

The Supreme Court had held that offi- 
cers and directors are not precluded from 
buying and selling corporation stock. Es- 
tablished judicial principles do not re- 
quire that such stock should not par- 
ticipate on a parity with other stock if it 
is not found that specific transactions 
under scrutiny showed misuse by the of- 
ficers of their position as reorganization 


managers. The action of the commission, 
based on an erroneous application of 
equitable principles, the court decided, 
could not be upheld merely because find- 
ings might have been made which would 
justify its order. 

The Supreme Court said that if the 
commission, acting upon its experience 
and peculiar competence, had promul- 
gated a general rule of which its order 
was a particular application, the problem 
for consideration of the court would be 
different. The commission, however, up- 
on reconsideration, declined to adopt such 
a rule on the ground that no rule or 
standard which would be fair and equi- 
table in all cases could be made. 

The commission pointed to no facts 
challenging good faith, suggested no be- 
trayal of a fiduciary duty, and hinted at 
no use of inside or confidential informa- 
tion. A holding of illegality, therefore, 
was held not responsive to the opinion 
of the Suprefne Court. No additional find- 
ings had been made and no additional con- 
siderations disclosed. 

The commission attitude, said the re- 
viewing court, seemed to be that § 11(e) 
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of the act conferred a purely discre- 
tionary power not subject to judicial re- 
view. The court could find nothing in the 
act to sustain this view. It said in part: 


It is true, as the commission now asserts, 
that the Supreme Court recognizes that the 
act and its provisions confer upon it broad 
powers for the protection of the public and 
that this authority was intended to be re- 
sponsive to the demands of the particular 
situations with which the commission might 
be faced. But it is also true that the court 
recognized that the commission, like the 
ocean, has its appointed bounds, and lest it 
break through its limits and engulf a con- 
tinent—spoke these words of caution: “The 
commission’s action cannot be upheld mere- 
ly because findings might have been made 


and considerations disclosed which would 
justify its order as an appropriate safeguard 
for the interests protected by the act.” And 
the court added this further caution that 
the grounds upon which the administrative 
agency acts must be clearly disclosed and 
adequately sustained. 


The commission’s position, it was said, 
went beyond the mere question of the 
necessity of a rule. It insisted upon an 
absolute right to approve in one case and 
to refuse to approve in another. The court 
refused to recognize an unfettered dis- 
cretion, irrespective of adequate findings 
based upon a fair appraisal of the evi- 
dence. Chenery Corp. et al. v. Securities 
and Exchange Commission. 


e 


Restriction on Plant Expansion Barred 
From Village Supply Contract 


Awa between a village and an 
electric company for a supply of 
current to a municipal plant was upheld 
by a New York court in a taxpayer’s 
action. A clause in the contract limiting 
the right of the village to expand its plant 
was, however, held to be not only illegal 
but a peril to public rights and interests. 
A temporary injunction was granted to 
the extent of restraining public officials 
from entering into a contract with such 
a limitation. 

The court was fully in accord with 
an argument that a court must not sit in 
judgment upon questions of legislative 
policy or administrative discretion. The 
court was in agreement with a conten- 
tion that an electric company with whom 
such a contract is made should not and 
cannot be compelled to sell energy to the 
village to be used in competition against 
it. These, however, in the view of the 


court, were not the questions raised. It 
was Said in part: 

Article 14-A of the General Municipal 
Law and Art. 10 of the Village Law grant 
to municipal corporations the right to estab- 
lish, own, operate, and extend public utility 
services. Under the clause in question, 
neither these defendants nor their successors 
could do what the law specifically authorizes 
them to do. 

Contracts may not be made limiting the 
exercise of such rights. The power to estab- 
lish and operate public utility services is for 
the public benefit and is legislative in charac- 
ter. Its exercise cannot be limited or cur- 
tailed by contract. 


Ambiguity or indefiniteness in the 
contract was not considered sufficient to 
characterize it an illegal official act or 
waste of public property. Such a contract 
was held not to be a contract relating 
to public works and subject to the laws 
regulating them. Bartholomew v, Village 
of Endicott et al. 59 NY S2d 84, 89. 


e 


Electric Rates for Ice Making and Refrigeration 
Corrected in Spite of Inflation Plea 


EVISED rates for electricity supplied 
for ice making and refrigeration 
were approved by the New York com- 
mission where existing rates were found 
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to violate legal requirements, although 
representatives of the Office of Price Ad- 
ministration objected. Any rate which 
does not vary to some degree by the 
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amount of energy consumed, said Chair- 
man Maltbie, is improper, and arbitrary 
classifications that characterize the pres- 
ent rates condemned it. 

An OPA representative had stated that 
any price increase tends to be inflationary, 
even though it may be counteracted by 
another price decrease, and that the ef- 
fort to prevent inflation must continue 
although the war has ceased. 

Commission Chairman Maltbie con- 
tinued : 


There can be no question but that infla- 
tion is a grave evil to be prevented if pos- 
sible; but when the Federal authorities and 
toa ‘lesser degree other authorities are ex- 
pressly authorizing or permitting increase 
in wages in repeated instances, it is difficult 
for us to understand why this commission 
should be expected to reverse its decision 
made long ago (in 1941) that the rate sched- 
ule here being considered was unsound, im- 
proper, and in violation of the statutory re- 
quirements regarding just and reasonable 
rates. The task of preventing inflation does 
not supersede all other considerations and 
there is no obligation resting upon this com- 
mission to prevent any changes in rates up- 
wards when in many cases the decisions of 
other authorities make revisions upwards 
necessary unless the commission is to dis- 
regard the laws under which it is operating. 

Further, the record of this commission in 
lowering rates is an enviable one and the 
slight increase which may be brought about 
as a result of its determination in this pro- 
ceeding is far more than offset by the reduc- 
tions amounting to millions of dollars in the 


very area affected by the pending proceed. 

ing. 

The margin between summer and win- 
ter peaks on the generating equipment 
seemed to be needed for overhauling 
equipment. The distribution system had 
no appreciably greater capacity in sum- 
mer, in relation to load imposed upon it, 
than it had in winter, because of the re- 
duction in load-carrying capacity in sum- 
mer due to higher temperatures. Cus- 
tomers apparently could not avoid the 
peak load in summer because it might 
come at any time during the day. The 
testimony strongly indicated, in the opin- 
ion of Chairman Maltbie, that any pre- 
ferential treatment given to ice-making 
and refrigeration customers on the basis 
of their seasonal load was of doubtful 
justification. 

Various objections were made to a 
power-factor clause. A discount for high- 
power factor, it was observed, would give 
reductions to certain customers but ap- 
parently no corresponding reduction in 
cost to the companies of serving them. 
It would also complicate metering and 
make the schedules more complex. 

Rates, it was said, should be developed 
for the character of use of customers and 
not for the purpose for which the energy 
is used. Re Consolidated Edison Co. of 
New York, Inc. et al. (Case 11025). 


e 


Prompt Payment Discount Eliminated When 
Electric Rates Reduced 


Bie Georgia commission, after con- 
sidering the effect of reduced Fed- 
eral income taxes, ordered a reduction 
in electric rate schedules of the Savannah 
Electric & Power Company. Elimination 
of a prompt payment discount on bills for 
service was ordered. The commission 
declared : 


It is the opinion of the commission that 
prompt payment discounts should be omit- 
ted whenever revision of rates is under 
consideration. While there may be argu- 
ment for discount for prompt payment, there 
are many instances where the charge which 
is added and collected on delayed payments 
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works a real hardship, and the amount of 
the charge is oftentimes out of proportion 
to the added cost to the company on delayed 
payment of bills. Investigation into the ex- 
perience of other companies by the commis- 
sion appears to indicate that collections are 
more prompt after the elimination of the 
discount, for the reason that with a 10-day 
period of grace consumers delay payment 
until the end of the period, while the elimi- 
nation of the discount results in payment of 
a majority of bills immediately upon re- 
ceipt. 

It is further a matter of common 
knowledge that bills for competitive com- 
mercial services of nonutility character are 
not discounted for prompt payment, and dis- 
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counts are not applied to rates prescribed by 

this commission for telephone service. 

Notice was taken of the fact that the 
Revenue Act of 1945 eliminates excess 
profits tax and reduces normal and surtax 
rates from 40 per cent to 38 per cent. The 


N application for authority to increase 
A natural gas rates was granted by the 
Indiana commission in so far as it ap- 
plied to territory being adequately served, 
but denied as to territory not being 
blessed with such service. The commis- 
sion said that in establishing rates the 
service the utility is able to render, and 
is actually rendering, must be considered, 
since rates and service are inseparable 
and may be said to “walk hand in hand.” 

The commission considered two basic 
problems: (a) The establishment of the 
current fair cash value of property, and 
(b) the establishment of rates that would 
yield a reasonable return. Estimated 
original cost, as determined by the com- 
mission’s engineering department, was 
accepted as a measure of the current fair 
cash value of the utility property used 
and useful in the public service, since it 
had been adopted by the company for the 
purpose of the proceeding. 

The rate of return, being slightly less 
than 2 per cent, was admittedly low, but 
the service history of the utility showed 
that it was not rendering satisfactory 
service and had failed to maintain facili- 
ties adequate to render such service. 
Labor shortages and inability to acquire 
materials and equipment because of 
World War II were advanced as causes 
of the service deficiency or failure. 

In answer to this the Indiana commis- 
sion replied : 

No one can seriously question the diffi- 
culty that has been experienced in obtaining 
both labor and materials during the past 
war; however, petitioner was in no better 
condition prior to World War II, during 
those years when both labor and materials 


were plentiful. There can be no question 
but what petitioner has known for many 
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new rate schedules, according to the com- 
mission, would produce a return of 
about 5 per cent on book value of the 
electric department, less depreciation re- 
serve. Re Savannah Electric & Power Co. 
(File No. 19384-1, Docket No. 7913-A). 


7 


Rate Increase Contingent on Improved Service 


years, or by the use of ordinary diligence 
should have known, that it had an inade- 
quate supply of natural gas available from 
Indiana fields, and should have made timely 
arrangements and provisions to meet the 
reasonable needs of the public it serves. This 
might have been done by the construction of 
artificial gas plants, the purchase of natural 
gas from interstate sources, the installation 
of additional and adequate storage facilities, 
the enlargement and modernization of the 
transmission facilities, and by other im- 
provements and more competent manage- 
ment. These are matters of management and 
not regulation and this commission cannot 
and does not propose to encroach upon the 
realm of management. 


To require customers to pay a high or 
even a moderate rate for service they 
were not receiving was deemed to be un- 
reasonable, unjust, and unlawful. The 
public interest, the commission said, is 
not necessarily best served by the lowest 
rate, but rather by the lowest rate which 
will tend to assure adequate service to 
meet the public needs, both present and 
future, provided the utility has facilities 
to render it. 

The commission opined that since the 
public utility enjoys a monopoly and is 
charged with the responsibility of fur- 
nishing reasonably adequate service to 
the public in the territory where it is au- 
thorized to operate, it should provide 
means of supplying the reasonable needs 
as they arise before being entitled to any 
return upon the value of its property. 
The public cannot be expected, and the 
statute does not contemplate that the pub- 
lic should be required, to pay rates which 
return to the utility a profit to be accumu- 
lated until such time as it can in the future 
acquire adequate facilities sufficient to en- 
able it to perform its statutory duty. Re 
Eastern Indiana Gas Co. (No. 15381). 
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Other Important Rulings 


MBIGUOUS and conflicting tariff pro- 
visions resulting in billing and col- 
lection errors should, according to the 
California commission, be simplified and 
clarified without effecting any rate in- 
crease ; and unsupported statements that 
rates are not compensatory will not serve 
to justify rate increases. Re Pacific 
Freight Lines et al. (Decision No. 
38230, Application No. 26648). 


The California commission declared 
that to permit the indiscriminate quota- 
tion of rates on a basis different from the 
form in which they are stated would re- 
sult in serious enforcement difficulties 
and inconvenience and dissatisfaction on 
the part of shippers and consignees, al- 
though departures from the rate-quoting 
and rate-collecting requirements con- 
cerning like units of measurement may 
be necessary and justified in individual 
cases, in which event carriers may apply 
for appropriate relief. Re Maximum- 
Minimum Rates (Decision No. 38195, 
Case Nos, 4121, 4246, 4293, 4434). 


In a rate dispute between shipper and 
carrier over the date of application of a 
new tariff schedule, which refers to an 
old tariff for rules, rates, and applica- 
tion, the Michigan commission held that 
all restrictions of the old tariff are in- 
corporated by reference in the new one 
and that, since a restriction exists as to 
the date of application, such restriction is 
a controlling factor in determining the 
date of application of the new tariff. 
Tariffs cannot be given a retroactive ef- 
fect and cannot be made to apply to con- 
ditions other than those existing upon 
the date when such tariffs become effec- 
tive. General Motors Corp. v. Associated 
Truck Lines, Inc. (D-3434). 


A transfer of a certificate of conven- 
ience and necessity as a common carrier 
to a motor transport company already 
holding a contract carrier permit was 


approved by the Pennsylvania commis- 
sion where a clear showing was made 
that the divergent nature of the two 
types of service would preclude inter- 
change of equipment or combination of 
facilities in any way which could give 
opportunity for evasion of tariff pro- 
visions, discrimination in rates, or other 
frauds on the public. Re Kirk (A pplica- 
tion Docket No. 39535, Folder 3). 


The reasonableness of fares charged 
for sight-seeing motor carrier service, in 
the opinion of the Colorado commission, 
cannot be measured by the same stand- 
ards as a year-around operation, since 
the sight-seeing service comes within the 
field of luxuries and is a seasonal busi- 
ness enjoyed by those who can afford it. 
Re Rates, Fares, Charges, Tariffs, Rules, 
Regulations, and Practices of Sightsee- 
ing and Auto Livery Service (Decision 
No. 25251, Case No. 4933). 


A Texas appellate court upheld a de- 
cision that a gas company not having an 
exclusive franchise had no legal right to 
complain of the action of a city in pur- 
chasing, or constructing, or maintaining 
a gas system and issuing revenue bonds 
in payment, where the company sued on 
the ground that the bond issue consti- 
tuted a cloud on easements, titles, and 
franchise contracts of the company. Rio 
Grande Valley Gas Co. v. City of Me- 
Allen et al. 152 F2d 591. 


Because the expenses of operating a 
water utility normally are made up of 
certain cost elements which exist whether 
any water is used or not, the Wisconsin 
Public Service Commission in a proceed- 
ing to determine rates for temporary or 
seasonal service ruled that seasonal or 
temporary connections should be re- 
quired to carry such costs even where 
water is actually used only for a short 

period during the year. Re City of 
Cudahy (2-U-2108). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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UNITED STATES v. NEW YORK TELEPHONE CO. 


UNITED STATES SUPREME COURT 


United States et al. 


New York Telephone Company 


No. 55 
— US —, 90 L ed —, 66 S Ct 393 
January 28, 1946 


PPEAL from decree of District Court for the Southern Dis- 
A trict of New York enjoining execution of accounting order 
of Federal Communications Commission; reversed. For lower 
court decision, see (1944) 55 PUR(NS) 321, 56 F Supp 932, 
and for Commission decision, see (1943) 52 PUR(NS) 101. 


Accounting, § 32 — Property acquired from affiliate — Compliance with rules in 
force at time. 

1, A decision on the validity of an order of the Federal Communications 
Commission requiring a telephone company to charge to surplus the differ- 
ence between the price for property acquisition paid to an affiliate and net 
book cost to the affiliate need not rest on the question whether the account- 
ing entries, when made, were legal under the system promulgated by the 
Interstate Commerce Commission and in force at the time, where the 
principal foundation of the order was that the company was legally subject 
to Sg requirement of restating its accounts on the basis of original cost, 
p. 71. 


Depreciation, § 28 — Group method — Short life of property purchased. 
2. Rates of depreciation established under the group method are not properly 
applied to purchased property which is known not to have as long an expect- 
ed serviceable life as property of the same sort when new, p. 71. 


Accounting, § 56 — Elimination of excess over cost — Retirements — Deprecia- 
tion reserve. 

3. A court, reviewing an order of the Federal Communications Commis- 
sion requiring a telephone company to charge to surplus the excess of pur- 
chase price over net book cost to an affiliated seller, cannot say that the 
Commission conclusion that the depreciation reserve is inadequate to provide 
for retirement is erroneous, where the company has retired portions of the 
property and written out of plant account the amount at which the property 
was recorded originally and made corresponding charges to depreciation 
reserve, established under the group method of depreciation, p. 73. 


Accounting, § 56 — Elimination of excess over original cost — Effect of retire- 
ments. 

4. An order of the Federal Communications Commission requiring a tele- 

phone company to charge to surplus the difference between net book cost to 

[5] 65 62 PUR(NS) 
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an affiliated seller and a higher acquisition price based on structural value 
is not improper because it affects property already retired, p. 73. 
Accounting, § 32 — Preperty acquired from affiiate — Regulatory rule — Admin- 
istratwve construction. 
5. The administrative construction ef the accounting rules of the Federal 
Communications Commission appearing in a stipulation, filed by counsel 
in litigation resulting in judicial upholding of the rules, to the effect that 
amounts included in Account 100.4, Telephone Plant Acquisition Adjust- 
ments, that are deemed after a fair consideration of all the circumstances 
to represent an investment which the accounting company has made in assets 
of continuing value will be retained in that account, does not preclude the 
Commission from ordering an excess over original cost to be charged to sur- 
plus where the Commission has made a proper determination that the excess 
is no true investment but only a fictitious or paper increment because of 
affiliation between the seller and purchaser of property involved, p. 73. 


Evidence, § 11.1 — Burden of proof — Accounting entries. 
6. The Federal Communications Act imposes upon a telephone company 
and not the Federal Communications Commission the burden to justify ac- 
counting entries, p. 73. 

Appeal and review, § 28.2 — Accounting order of Federal Commission — Conclu- 

siveness. 

7. A court, in order to upset an accounting order of the Federal Com- 
munications Commission, must find that it is so entirely at odds with funda- 
mental principles of correct accounting as to be the expression of a whim 
rather than an exercise of judgment, p. 73. 


(Stone, CJ., 
¥ 


dissents. ) 




















APPEARANCES: Harry M. Plot- 
kin, of Washington, D. C., argued 
the cause for appellants; Henry J. 
Friendly, of New York city, argued 
the cause for appellee. 


Mr. Justice RUTLEDGE delivered the 
opinion of the court: This case pre- 
sents new questions of “original cost” 
accounting, which arise from an order 
of the Federal Communications Com- 
mission requiring readjustments in 
appellee’s accounts. A detailed state- 
ment of the facts is necessary to an 
understanding of the issues. But the 
short effect of the controversy is that 
the Commission has required the 
appellee, New York Telephone Com- 
pany, to make charges of some $4,166,- 
000 to surplus, with corresponding 
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credits to other accounts; the ultimate’ 
effect being substantially to compel the 
elimination of so-called write-ups from 
the company’s accounts in order to 
bring them, to this extent, into con- 
formity with the Commission’s Uni- 
form System of Accounts, which is 
based upon “original cost.” The at 
tacked entries were made in 1925, 
1926, 1927, and 1928, prior to enact- 
ment of the Federal Communications 
Act, upon acquisition by appellee o 
business and property from its affiliate, 
American Telephone and Telegraph 
Company. The case embodies 

rather long delayed chapter of the 
broad controversy presented in Amer 
ican Teleph. & Teleg. Co. v. United 
States (1936) 299 US 232, 81 L ed 
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142, 16 PUR(NS) 225, 57 S Ct 170, 
to be discussed later. 

For preliminary purposes it is 
enough to say that the appellee ques- 
tions the Commission’s power to make 
the order in issue and a district court, 
composed of three judges, has per- 
manently enjoined its execution. 
(1944) 55 PUR(NS) 321, 56 F 
Supp 932. From that judgment this 
appeal has followed. 

We turn to the facts before under- 
taking to state the issues more pre- 
cisely. Appellee, the New York Tele- 
phone Company, is a subsidiary of the 
American Telephone and Telegraph 
Company, which owns all its common 
stock. Since its incorporation in 1896 
appellee has engaged in the business 
of furnishing intrastate and interstate 
telephone service to the public in the 
states of New York and Connecticut. 
Prior to 1925, for historical reasons, 
American also had furnished intra- 
state toll service between certain 
points in New York state; but in that 
year, as part of its plan to withdraw 
from all such business, American 
transferred its intrastate toll business 
in New York state to the appellee. 

In connection with this transac- 
tion occurred the four transfers of 
property, the accounting for which 
now concerns us. In November, 
1925, September, 1926, and Decem- 
ber, 1928, appellee purchased from 
American certain toll plant consist- 
ing of property such as poles, cross- 
arms, guys and anchors, aerial wire 
and cable, underground cable, load- 
ing coils, conduit, and right of way. 
This property was needed to handle 
the additional intrastate business 
which had been transferred to it. 
Much of the property so acquired was 
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in the form of an additional interest 
in toll plant which, prior to these 
transfers, had been jointly owned by 
American and New York. 

The fourth sale took place in 1927. 
Before that time American had re- 
tained ownership of three essential 
parts, collectively called “the instru- 
ments”—the transmitter, receiver and 
induction coil—of the telephone sta- 
tions used by subscribers. American 
had furnished and maintained these 
instruments under a contract between 
it and New York under which New 
York paid it a specified percentage 
of its gross revenues. In December, 


1927, American sold to New York 
the instruments then in the service 
or supplies of New York. 


None of these transfers of prop- 
erty changed the physical character 
of the plant or the service rendered 
to the public. The sole effects were 
to shift certain operating costs of 
American and certain fixed charges 
and taxes connected with the owner- 
ship of the property to New York 
and to eliminate New York’s obliga- 
tion to make payments to American 
for use of “the instruments’; for the 
rest, as the New York Public Service 
Commission described the transfer, it 
was “a bookkeeping transaction, with 
no change in ultimate ownership, in 
location, or in use of the 
property, but reflecting only a revised 
business relationship between affiliated 
corporations.” 

American and New York agreed 
that the purchase price of the toll 
plant was to be an amount equal to 
its “structural value.” As defined 

1 Opinion of the New York Public Service 


Commission, Case 9436, adopted December 14, 
1943, 1 NYPSCR (1943) 569, 571. 
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by the Uniform System of Accounts 
for Telephone Companies , instruc- 
tion 13) of the Interstate Commerce 
Commission, this was “the estimated 
cost of replacement or reproduction 
less deterioration to the then existing 
conditions through wear and tear, 
obsolescence, and inadequacy.” A 
field inspection and an appraisal of 
the property were made by engi- 
neers, and appellee paid to American 
a total of $5,973,441.47 for the toll 
plant. The purchase price of the in- 
struments transferred in 1927 was 


$6,661,238.91. This was based on 


the average price charged American 
by the Western Electric Company, 
the manufacturer and also a subsid- 
iary of American, during the first 
nine months of 1927, less a 20 per 
cent allowance to reflect the then 
existing condition of the instruments. 


The tables set out in the margin 
show the accounting treatment of these 
transfers at the time they occurred.* 
As the tables disclose, the “profit” 
to American, that is, the difference 
between the net book cost to it and 
the record book cost to New York, 
was $4,166,510.57. This amount 
American credited to surplus accounts 
as profit on the transactions. 

This “profit,” of course, arises 
from the fact that New York in 


making its accounting entries ignored 
the original cost to American and the 
depreciation which had accrued on the 
books of American up to the time of 
transfer, and entered solely the actual 
price paid by it for the properties. It 
did not, so to speak, “fold in” the net 
book cost to American. 

Having set down these properties 
on its books at the price it paid to 
the parent corporation for them, 
New York then applied what it calls 
the “group method” of depreciation.’ 
Under this method special deprecia- 
tion rates were not applied to the 
property in question, despite the fact 
that it had a relatively short remain- 
ing life. Instead the current deprecia- 
tion rates applicable to similar classes 
of plant were applied as long as the 
property remained in service. As 
portions of the property were retired, 
they were written out of the plant 
account at the amounts at which they 
had been recorded therein, that is, at 
the structural value; and debits of 
corresponding amounts, less allowance 
for salvage, were charged concurrently 
to the depreciation or amortization 
reserve. 

On January 1, 1937, the Uniform 
System of Accounts of the Federal 
Communications Commission‘ _ for 
Class A and Class B telephone com- 





Related 


depreciation 
amortiza- 
tion reserves 


Property Group 
1925—Toll line property 
1926—Toll line property 
1928—Toll line property 


1927—Telephone instruments 8,135.224.98 


Net book 
cost of 





$13,269,567.47 


8 The Federal Communications Commission 
defines “‘Group plan,’ as applied to deprecia- 
tion accounting” as “the plan under which the 
depreciation charges are accrued upon the 
basis of original cost of all property 
included in each depreciable plant account, 
using average service life thereof properly 
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$8,468,169.81 $4,166,510.57 


sia and upon the retirement of any de- 
preciable property its full service value is 
charged to the depreciation reserve ss or 
not the particular item has attained the 

ase service life.” 47 Code Fed Reg 31 ‘Ol-3 


"The Communications Act of [June 19] 
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panies became effective’ and appli- 
cable to New York. Under this system 
telephone companies were obliged to 
establish or reclassify their investment 
accounts on the basis of “original 
cost.’* 

In reclassifying its accounts as of 
January 1, 1937, New York estimated 
the amounts attributable to the sur- 
viving toll plant received from Amer- 
ican, which it originally had included 
in its books on the basis of structural 
value. New York then determined 
the difference between those estimates 
and what it estimated was the original 
cost of such surviving plant to Amer- 
ican. The difference was placed in 


Account 100.4, Telephone Plant Ac- 
quisition Adjustment. Account 100.4 
includes amounts “representing the 
difference between (1) the amount 
of money actually paid (or the cur- 
rent money value of any considera- 
tion other than money exchanged) 
for telephone plant acquired, plus pre- 
liminary expenses incurred in connec- 
tion with the acquisition ; and (2) the 
original cost of such plant, govern- 
mental franchises and similar rights 
acquired, less the amounts of reserve 
requirements for depreciation and 
amortization of the properties ac- 
quired.””” 


In 1938 New York began amortiz- 





1934 (48 Stat 1064, Chap 652, 47 USCA 
§ 220(a), 10 FCA title a, § 220(a)) pro- 
vides : 

“Section 220(a). The Commission may, in 
its discretion, prescribe the forms of any and 
all accounts, records, and memoranda to be 
kept by carriers subject to this act, including 
the accounts, records, and memoranda of the 
movement of traffic, as well as of the receipts 
and expenditures of moneys.” 

“Section 220(c). The Commission shall at 
all times have access to and the right of in- 
spection and examinatior of all accounts, rec- 
ords, and memoranda, including all documents, 
papers, and correspondence now or hereafter 
existing; and kept or required to be kept by 
such carriers, and the provisions of this sec- 
tion respecting the preservation and destruc- 
tion of books, papers, and documents shall a 
ply thereto. The burden of proof to justify 
tvery accounting entry questioned by the Com- 
mission shall be on the person making, author- 
ing, or requiring such entry and the Com- 
mission miy suspend a charge or credit pend- 
ing submission of proof by such person. 


“Section 220(g). After the Commission 
has prescribed the forms and manner of keep- 
ing of accounts, records, and memoranda to he 
kept by any person as herein provided, it shall 
be unlawful for such person to keep any other 


accounts, records, or memoranda than those so 
prescribed or such as may be approved by the 
Commission or to keep the accounts in any 
other manner than that prescribed or approved 
by the Commission. Notice of alterations by 
Commission in the required manner or 
form of keeping accounts shall be gi to 
such persons by the Commission at least six 
months before the same are to take effect.” 
Prior to passage of the Communications Act 


the power to prescribe accounts for telephone 
companies had been lodged with the Interstate 
Commerce Commission. Interstate Commerce 
Act § 20(5) [February 28, 1920] 41 Stat 487, 
493, Chap 91, subsequently amended [Sep- 
tember 18, 1940] 54 Stat 898, 917, Chap 722, 
49 USCA § 20(5), 10A FCA title 49, § 20 
(5). See American Teleph. & Teleg. Co. v. 
United States (1936) 299 US 232, 235, 236, 
a a 142, 147, 16 PUR(NS) 225, 57 S 

t 170. 

5 The order of the Federal Communications 
Commission prescribing a uniform system of 
accounts for telephone companies having aver- 
age annual operating revenues exceeding $50,- 
000, was adopted on June 19, 1935, 1 FCC 45, 
and was originally to be effective January 1, 
1936. This order was stayed because of the 
proceeding in the American Teleph. & Teleg. 
Co. Case, supra note 4, and did not become 
effective, as amended, until January 1, 1937. 
3 FCC 9. 

@ The Rules and Regulations of the Federal 
Communications Comrrissior provide that 
“‘Original cost’ or ‘Cost,’ as applied to tele- 
phone plant, franchise, patent rights and 
right of way, means the actual money cost of 
(or the current money value of any consid- 
eration other than money exchanged for) 
property at the time when it was first dedicat- 
ed to the public use, whether by the accounting 
company or by predecessors.” 47 Code Fed 
Reg 31.01-3(x). 

7 At the same time appellee transferred from 
its Account 171, Depreciation Reserve, to its 
Account 172, Amortization Reserve, an 
amount which, when supplemented by future 
accruals over the estimated remaining life of 
the plant at the then current depreciation 
rates, would provide a reserve equivalent to 
the amount in question in Account 100.4 at 
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ing this sum by charges and credits 
to its operating expense Account 614, 
Amortization of Telephone Plant 
Acquisition Adjustment, with con- 
current entries to Account 172, Amor- 
tization Reserve. As portions of the 
acquired plant were retired, amounts 
in Account 100.4 were written out of 
that account and concurrent entries 
were made in Account 172. 

On June 16, 1942, the Federal Com- 
munications Commission instituted 
the present proceeding by ordering a 
general investigation into the account- 
ing performed by appellee at the time 
of and subsequent to the four transfers 
of property involved in this suit. The 
order required New York to show 
cause why $4,166,510.57 (the differ- 
ence between book cost to American, 


less related depreciation, and the struc- . 


tural value of the property as re- 


corded on the books of New York) 
should not be charged to its Account 
413, Miscellaneous Debits to Surplus, 
with concurrent entries to such ac- 


counts as might be appropriate. The 
order also suspended all charges to 
operating expense accounts made by 
New York on or after January 1, 
1943, for the purpose of or in con- 
junction with amortizing or other- 
wise disposing of amounts included 
in Account 100.4, pending submis- 
sion of proof by respondent of the 
propriety and reasonableness of such 
charges.® 


A joint hearing was then held with 
the New York Public Service Com- 
mission, and in June, 1943, the Fed- 
eral Communications Commission 
issued its proposed report. After oral 
argument before the Commission 
sitting en banc, a final report and 
order were issued on December 14, 
1943, 52 PUR(NS) 101. The order 
directed New York to charge $4,166,- 
510.57 to its Account 413, Miscella- 
neous Debits Surplus, and to make 
appropriate concurrent entries to other 
accounts.® 

New York then brought this suit 
before a district court of three judges 
to enjoin the Commission’s order.” 
Appellant’s motion for summary judg- 
ment was denied and on January 2, 
1945, as has been said, the district 
court entered its judgment perma- 
nently enjoining the order. (1944) 
55 PUR(NS) 321, 56 F Supp 932. 
The court held that the accounting 
entries were legal when made, since 
they were in accordance with the ac- 
counting system then prescribed by 
the Interstate Commerce-Commission; 
and that, consequently, the Commis- 
sion could “not apply retroactively a 
new system to write down the plain- 
tiff’s surplus.” The court also held 
that the Commission’s order was con- 
trary to this court’s decision in Amer- 
ican Teleph. & Teleg. Co. v. United 
States (1936) 299 US 232, 81 L ed 
142; 16 PUR(NS) 225, 57 S Ct 170, 





the termination of the life of the property in- 
volved. 

8 The Commission’s order was grounded up- 
on the provisions of § 220(c) of the Com- 
munications Act. See note 4. 

On the same date the New York Public 
Service Commission also adopted its final re- 
port and reached the same conclusion. See 
note 1. We are informed by a brief amicus 
curiae filed by the New York Public Service 
Commission that “a proceeding for the review 
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of the order of the New York Commission 
has been brought in the appellate division of 
the supreme court of the state of New York 
but the argument thereof has been deferred 
pending the decision by this court in the pres- 
ent case.” 

1@ Section 402(a) of the Communications 
Act makes applicable to orders of the Federal 
Communications Commission, with certain ex- 
ceptions, the Urgent Deficiencies Act. [Octo 
ber 28, 1913] 38 Stat 219, 220, Chap 32. 
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UNITED STATES v. NEW YORK TELEPHONE CO. 


and to a “stipulation” filed in that 
cause by the Solicitor General. The 
present appeal followed. 

[1] Appellee’s first argument in 
support of the district court’s decision 
isa simple one. It is, shortly, that the 
Commission’s order was premised 
upon the conclusion that the original 
accounting entries were illegal when 
made. Appellee disputes this, main- 
taining that the accounting entries 
made prior to January 1, 1937, were 
in full accordance with the system of 
accounts prescribed by the Interstate 
Commerce Commission. That system, 
by the argument, was based not upon 
original cost, but upon actual cost 
“without distinction between acquisi- 
tions from affiliated companies and 
acquisitions from other than affili- 
ates,””™4 

The answer to this contention is 
It is not necessary 


equally simple. 
to decide whether the accounting 
entries, when made, were legal under 
the system promulgated by the Inter- 
state Commerce Commission; for we 


think the order in review was not 
based exclusively upon that premise. 
It is true that language in the Com- 
mission’s report, when read out of 
context, might be taken to lend sup- 
port to appellee’s position. But the 
report, read as a whole, shows that 


the Commission’s order for the re- 
adjustment of the accounts went on 
the view that the inflation was not 
justifiable in the light of its own 
original cost system of accounts. The 
Commission may have thought, as an 
alternative ground for its decision, 
that the accounts were illegal when 
made ;* but the principal foundation 
of the order was that appellee was 
legally subject to the requirement of 
restating its accounts on the basis of 
original cost; and consequently any 
excess on its books over American’s 
net book cost must be eliminated. 

[2] We turn therefore to New 
York’s further argument, which 
begins with a concession. The brief 


‘admits that the Commission “could 


require the balances remaining in ap- 
pellee’s property accounts to be re- 
classified.” (Emphasis added.) But 
it is urged that the Commission prop- 
erly can go no further. Since portions 
of the property have been retired and 
written out of the plant account at 
the amount at which they were re- 
corded originally and since corre- 
sponding charges have been made 
concurrently to the depreciation re- 
serve,* appellee says the Commis- 
sion is without power, perhaps under 
the terms of the Communications Act, 
but at any rate under its own system 





11 The district court apparently accepted this 
argument, for it said: “The order under re- 
view proceeds upon the theory that plaintiff’s 
accounting in question was improper when 
made and should be corrected.” Supra, 55 
PUR(NS) at p. 329, 56 F Supp at p. 938. 

12Cf, Opinion of the Public Service Com- 
mission of New York holding, in part, that 
the Interstate Commerce Commission account- 
ing requirements did not oblige New York 
‘to write up the book value of system prop- 
erty or to inflate surplus by intrasystem prof- 
its. But the adroit companies found it a con- 
venient excuse for inflating book values.” 1 
NY PSCR (1943) 569, 587. 

See American Teleph. & Teleg. Co. v. 


71 


United States (1936) 299 US 232, 242, 81 L 
ed 142, 150, 16 PUR(NS) 225, 231, 57 S Ct 
170: “We are not impressed by the argument 
that the classification is to be viewed as arbi- 
trary because the fate of any item, its ultimate 
disposition, remains in some degree uncerain 
until the Commission has given particular di- 
rections with reference thereto. By being in- 
cluded in the adjustment account, it is classi- 
fied as provisionally a true investment, subject 
to be taken out of that account and given a 
different character if investigation by the Com- 
mission shows it to be deserving of that treat- 
ment.” 
14 See text at note 3. 
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of accounts, to order a reclassification 
of the entries for plant which has now 
been retired. 

The government answers that the 
effect of the write-up caused orig- 
inally by New York’s recording the 
property at structural value rather 
than at American’s net book cost has 
never been eradicated. It points to 
the fact that New York did not ap- 
ply a special depreciation rate to the 
property in question although it was 
not new and its price purported to 
reflect existing depreciation. Thus, 
the government in effect asserts that 
there has been an underdepreciation.” 
New York denies this. It says that 
the group method,” under which the 
property was depreciated at rates 
similar to those applying to like prop- 
erty, takes into account the fact that 
some property may remain in service 
for a shorter time than is expected 
and that some property may remain 
serviceable for a long time. Under 
the group method, it insists, such in- 
equalities are averaged out in the rate 
fixed for the group as a whole. 

The effect of appellee’s argument 
would be to render the Commission 
powerless to write off much of the 
inflation caused by the original ac- 
counting in this case. For, as has 
been pointed out, the inflation is not 
“removed as property is retired. 

When property is retired its 
cost is credited to the proper asset 


account and (neglecting the effect of 
salvage) the same cost is debited to 
depreciation reserve, and the resultant 
change in book value is zero. Thus 
the effect of retiring an inflationary 
asset item is to create a deficiency in 
depreciation reserve equal to the infla- 
tion formerly existing in the asset 
account.’’?” 


Moreover, it would seem clear that 
rates established under the group 
method of depreciation are not prop- 
erly applied to property purchased 
which is known not to have as long 
an expected serviceable life as property 
of the same sort purchased when new. 
It is true that testimony appears in 
the record that at the time of the pur- 
chase of the property “the question of 
the effect of this purchase on the 
depreciation rates, and whether or 
not the depreciation rates should be 
increased so [as] to allow for the 
fact that the property purchased was 
not new and, therefore, had less than 
the full life remaining” arose and was 
considered. True also, testimony 
showed it was decided at the time 
“that without any increase in the rates 
the rates that were already in effect 
would be ample to provide for retire- 
ment of the property purchased.” 
Nevertheless the Commission appar- 
ently found that such was not the 
case. 

We cannot say that such a conclu- 
sion was erroneous.”*® And it may be 





15 The brief amicus curiae of the New York 
Public Service Commission states: “A write- 
up or inflation of the net book cost may be 
brought about either by an inflation of the 
book cost figure on the asset side or by a re- 
duction of the related depreciation figure on 
the liability side. 

“In this case, the inflation was accomplished 
principally by an understatement of the re- 
lated depreciation.” 

16 See text at note 3. 


62 PUR(NS) 


17 Opinion of the New York Public Service 
Commission, 1 NY PSCR (1943) 569, 590. 

18 The Commission stated: “New York at- 
tempted to counter these conclusions with the 
contention that its depreciation reserve as 4 
whole is now in excess of requirements and 
consequently the inflation introduced through 
the accounting for the transactions in question 
has been offset by an excess in the reserve 
resulting from other causes; and that, further, 
unless the Commission can show that the re- 
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added, in support of the Commission’s 
desire to put New York’s accounts 
on an original cost basis, that one of 
the effects of original cost accounting 
will be not to require New York in the 
future to do what it should have done 
in the past, at least under the Federal 
Communications Commission system 
of accounts. “ The deprecia- 
tion rate [under original cost account- 
ing] applicable to a specific class of 
plant can be based on an estimate of 
total service life. There is no neces- 
sity to depreciate part of the ac- 
count (constructed plant) on a total 
service-life basis and another part 
(acquired properties) on a remain- 
der-life basis.”*® 

[3] Appellee further urges that so 
much of the Commission’s order as 
affects property already retired is 
improper, because the sole purpose of 


original cost accounting is to show 
separately the amount by which the 
price paid by the accounting company 
for property now in service exceeded 
the original cost of that property. But 
the purposes of an original cost system 


of accounting are broader. Under 
such a system the inflation in accounts 
not only may be segregated but may 
also be written off. Northwestern 


Electric Co. v. Federal Power Com- 
mission (1944) 321 US 119, 123, 
124, 88 L ed 596, 600, 601, 52 PUR 
(NS) 86, 64 S Ct 451; California 
Oregon Power Co. v. Federal Power 
Commission (1945) 60 PUR(NS) 
189, 150 F2d 25, 27, 28. 

[4-7] The final question is whether 
the order falls within the decision in 
American Teleph. & Teleg. Co. v. 
United States (1936) 299 US 232, 
81 L ed 142, 16 PUR(NS) 225, 57 
S Ct 170. That case involved an 
attempt to set aside an order of the 
Federal Communications Commission 
prescribing a uniform system of ac- 
counts for telephone companies. The 
companies objected to the order’s 
“original cost” provisions as prevent- 
ing them “ ‘from recording their actual 
investment in their accounts’ with 
the result that the accounts do not 
fairly exhibit their financial situation 
to shareholders, investors, tax collec- 
tors and others.” The court replied 
that such a consequence would not 
be entailed, but that under the order 
only such an amount would be writ- 
ten off “as appears to be a 
fictitious or paper increment.” 299 
US at p. 240, 16 PUR(NS) at p. 
230, 81 L ed 149,57S Ct 170. How- 





serve as a whole is deficient no correcting en- 
try which would increase the reserve can be 
required. But the question as to whether the 
depreciation reserve, taken as a whole, is ade- 
quate is irrelevant to the issues herein. No 
challenge is here being made to the adequacy 
of the depreciation reserve as a whole. This 
line of argument represents an attempt to off- 
set one error by another. If New York’s de- 
preciation reserve is in excess of requirements, 
it means that New York has been making ex- 
cessive charges to operating expenses for de- 
preciation.” 52 PUR(NS) 101, 116, 117. 

It has been urged that, even if the Federal 
Communications Commission was correct in 
ordering the inflation in the accounts of New 
York written off the books, that inflation has 
been reduced by some fraction of the depre- 
ciation previously taken, that is, prior to elimi- 


nation of the inflation, even though the group 
method of depreciation was employed. That 
point, whatever its merits, was not made until 
the case reached this court. Accordingly we 
do not consider it. 

19 Colbert, Advantages of Original Cost 
Classification of Plant, Part I, 1945, 35 Public 
Utilities Fortnightly, 333, 343. 

20 For obvious reasons, the utility companies 
have not objected so much to the segregating 
of the difference between the cost to the ac- 
counting company of property acquired and 
original cost less depreciation as they have 
to removing this difference from_the 
See Kripke, A Case Study in the Relationship 
of Law and Accounting: Uniform Accounts 
100.5 and 107 (1944) 57 Harvard L Rev 433, 
438 ff., especially at 445. 
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ever, to avoid possible misunderstand- 
ing and to give assurance to the com- 
panies, the court requested the assist- 
ant attorney general appearing for 
the government to reduce to writing 
his statement in that regard in behalf 
of the Commission. This he did, in- 
forming the court that “the Federal 
Communications Commission con- 
strues the provisions of Telephone 
Divison Order No. 7-C, issued June 
19, 1935, pertaining to Account 100.4” 
as meaning “that amounts included in 
Account 100.4 that are deemed, after 
a fair consideration of all the circum- 
stances, to represent an investment 
which the accounting company has 
made in assets of continuing value will 
be retained in that account until such 
assets cease to exist or are retired; 
and, in accordance with paragraph 
(C) of Account 100.4, provision 
will be made for their amortization.” 
This statement the court accepted “as 
an administrative construction bind- 
ing upon the Commission in its future 
dealings wth the companies.” The 
court also noted that the case was 
to be distinguished from New York 
Edison Co. v. Maltbie (1935) 244 
App Div 685, 9 PUR(NS) 155, 281 
NYS 223, affirmed (1936) in 271 
NY 103, 15 PUR(NS) 143, 2 NE2d 
277, “where under rules prescribed 
by the Public Service Commission of 
New York, there was an inflexible 
requirement that an account similar in 
some aspects to 100.4 be written off 
in its entirety out of surplus, whether 


the value there recorded was genuine 
or false.” 

The district court thought the order 
in the instant case was erronéous “in 
view of the stipulation of these same 
defendants made in American Teleph. 
& Teleg. Co. v. United States, supra; 
certainly in the absence of proof that 
the excess of price over the seller's 
net book cost was not a ‘true incre- 
ment of value.’ There has not been 
any determination based upon a fair 
consideration of all the circumstances 
in accordance with the stipulation 
mentioned, nor upon the evidentiary 
circumstances referred to in_ the 
opinion of the Supreme Court.” 
Supra, 55 PUR(NS) at p. 329, 56 
F Supp at p. 938. 

We think this misconceives the 
“stipulation’s” purport and_ effect. 
When the Federal Communications 
Commission finds, after full hearing 
and on evidence which sustains the 
finding, that part of the cost on the 
books of a company is due to a profit 
made by an affiliate or a parent at 
the time when the affiliate or parent 
has transferred property to it, the 
Commission has determined, “after 
a fair consideration of all the cir- 
cumstances” in full compliance with 
the “stipulation’s” reservation that 
there has been no true investment but 
only a “fictitious or paper increment” 
within the meaning of the American 
Teleph. & Teleg. Co. Case.** The 
stipulation did not foreclose, rather 
it in terms reserved this inquiry. 
“For an intercorporate profit which 





#1 All relevant facts pertaining to the trans- 
action were before the Commission. The Com- 
mission found that there was no real incre- 
ment of value to the assets as a result of the 
transfer and that the inclusion of any write-up 
would introduce “inflationary elements” into 
the plant accounts which in time would be 
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“improperly reflected in the depreciation ex- 

pense account as an alleged operating cost.” 
No other findings were necessary. And the 
rejection by the Commission of the company’s 
contention that reproduction cost less depre- 
ciation was the true criterion of “value” was 
plainly no error of law. 
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upon a consolidated income statement 
of the affiliated group would disappear 
entirely is too lacking in substance to 
be treated as an actual cost.” Penn- 
sylvania Power & Light Co. v. Fed- 
eral Power Commission (1943) 52 
PUR(NS) 275, 281, 139 F2d 445, 
450. Indeed the opinion in the Amer- 
ican Teleph. & Teleg. Co. Case, supra, 
said: “There is widespread belief that 
transfers between affiliates or subsid- 
iaries complicate the task of rate 
making for regulatory commissions 
and impede the search for truth. 
Buyer and seller in such circumstances 
may not be dealing at arm’s length, 
and the price agreed upon between 
them may be a poor criterion of 
value.” 299 US at p. 239, 16 PUR 
(NS) at p. 230. 

It is argued, however, that the use 
of the word “may” was intended to 
put the burden on the Commission to 
find that in such interaffiliate or par- 
ent-subsidiary transactions the price 
actually was a poor criterion of value. 
That is not our understanding. In the 
first place, the act imposes upon the 
company, not on the Commission, the 
burden of proof to justify accounting 
entries. Neither the court nor the 


Commission, in action taken with re- 
lation to the “stipulation,” can be 
thought to have undertaken to shift 
this burden in the teeth of the statu- 
tory provision, as the full terms of the 
“stipulation,” set forth below,™ dis- 
close. We think that the use of the 
conditional was meant to indicate no 
more than that this court was not 
taking sides in the debate in account- 
ing circles as to whether the price 
agreed upon between affiliates was or 
was not in fact a poor criterion of 
value. To resolve that discussion was 
and is for the regulatory commissions 
and not for the courts. We repeat 
that for a court to upset an accounting 
order it must be “ ‘so entirely at odds 
with fundamental principles of correct 
accounting’ as to be the ex- 
pression of a whim rather than an 
exercise of judgment.” 299 US at 
pp. 236, 237, 16 PUR(NS) at p. 228. 
The order in this case is not of that 
character.* 


The judgment is reversed. 


Stone, CJ., dissenting : 


Mr. Chief Justice Stone is of opin- 
ion that the judgment should be af- 
firmed on the ground, as the court 





22 The entire statement (sometimes called 
“stipulation”) of the government in the Amer- 
ican Teleph. & Teleg. Co. Case in the instant 
case) reads as follows: 

“The Federal Communications Commission 
construes the provision of Telephone Division 
Order No. 7-C, issued June 19, 1935, pertain- 
ing to Account 100.4, as follows: 

“(1) That amounts included in Account 
100.4 that are deemed, after a fair considera- 
tion of all the circumstances, to represent an 
investment which the accounting company has 
made in assets of continuing value will be re- 
tained in that account until such assets cease to 
exist or are retired; and, in accordance with 
paragraph (C) of Account 100.4 provision 
will be made for their amortization. 

“(2) That when amounts included in Ac- 
count 100.4 are deemed, after a fair considera- 
tion of all the circumstances, to be definitely 


attributable to depreciable telephone plant, pro- 
visions will be made for amortization of such 
amounts through operating expenses, through 
4 medium of either Account 613 or Account 
6 

“The Commission believes that the fore- 
going construction of its order is that which it 
presented to the district court through he 
affidavits of its witnesses.” 

23 The Federal Power Commission, the Se- 
curities and Exchange Commission, and some 
state Commissions (see the opinion of the 
New York Public Service Commission in the 
instant case) have taken the same position con- 
cerning interaffiliate transactions as has the 
Federal Communications Commission. See 
Kripke, A Case Study in the Relationship of 
Law and Accounting: Uniform Accounts 
100.5 and 107 (1944) 57 Harvard L Rev 693, 
705-708. 
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below held, that petitioner, the Fed- 
eral Communications Commission, is 
bound by and has not complied with 
the stipulation to which it was a 
party and which this court approved 
in American Teleph. & Teleg. Co. v. 
United States (1936) 299 US 232, 
240, 241, 81 L ed 142, 149, 150, 16 
PUR(NS) 225, 231, 57 S Ct 170. 
In that case it was contended that the 
Federal Communication Commission’s 
uniform system of accounts for tele- 
phone companies would require that 
all amounts representing excess of 
purchase price paid by the telephone 
company to its parent company over 
the seller’s original cost be written 
off. 

The court held that under that 
system, applied to the account here 
in question, which had been lawfully 
established under Interstate Com- 
merce Commission regulations, only 
such amount could be written off as 
appeared “to be a fictitious or paper 
increment,” and not “a true incre- 
ment of value.” To avoid “the chance 
of misunderstanding and to give ade- 
quate assurance to the companies [in- 
cluding respondent here] as to the 
practice to be followed,” the court 
requested the Assistant Attorney 
General to reduce his statements to 
that effect to writing in behalf of the 
Commission. He did this and in- 
formed the court “that ‘the Federal 
Communications Commission  con- 
strues the provisions of Telephone 


Division Order No. 7-C, issued Janu- 
ary 19, 1935, pertaining to Account 
100.4’ as meaning ‘that amounts in- 
cluded in Account 100.4 that are 
deemed, after a fair consideration of 
all the circumstances, to represent an 
investment which the accounting com- 
pany has made in assets of continuing 
value will be retained in that account 
until such assets cease to exist or are 
retired ; and, in accordance with para- 
graph (C) of Account 100.4, provi- 
sion will be made for their amortiza- 
tion.’ ” 

Before the Commission could 
rightly direct that the assets in that 
account, which have not been retired, 
be written off, the stipulation required 
it to find, after a “fair consideration of 
all the circumstances” that the differ- 
ence between the original cost and the 
price claimed to have been paid is not 
“a true increment of value.” This 
the Commission has not done. In the 
face of its stipulation it may not as- 
sume, without a finding based upon 
evidence, that there is no “true incre- 
ment of value” to the assets which re- 
spondent purchased over the cost to 
the seller, merely because respondent 
purchased the assets from its parent 
corporation. 


The judgment should be affirmed. 
Mr. 


Justice Black, Mr. Justice 
Reed, and Mr. Justice Jackson took 
no part in the consideration or decision 
of this case. 
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MICHIGAN PUBLIC SERVICE COMMISSION 


Re Michigan Bell Telephone Company 


T-252.90 
December 13, 1945 


| tree enesa of rates and charges of intrastate telephone 
company; reductions ordered. 


Valuation, § 28 — Rate base — Book cost. 
1. Book cost of telephone plant devoted to intrastate operations, when ap- 
pearing to be closely related to actual, legitimate, original cost of property, 
was used in arriving at the rate base, p. 80. 

Valuation, § 85 — Accrued depreciation — Deduction from book cost. 
2. Accrued depreciation was deducted from gross plant in service in arriv- 
ing at the rate base of a telephone company, p. 80. 

Valuation, § 104 — Accrued depreciation — Reserve as measure. 
3. A depreciation reserve appearing to be reasonable was used as representa- 
tive of accrued depreciation on telephone plant in service, p. 81. 

Valuation, § 293 — Working capital — Effect of advance billing. 
4. Weight should be given to the fact that a telephone company is able to 
and does bill its subscribers in advance of rendering service, in considering 
working capital requirements, p. 81. 

Valuation, § 290 — Working capital — Accruals making allowance unnecessary. 


5. A separate allowance in the rate base for working capital is unnecessary 
when a telephone company bills subscribers in advance and has available 
accruals for such items as taxes, interest, dividends, rents, and customer 
deposits, which items in excess of payments will supply adequate bank 
balances, p. 81. 


Return, § 25 — Reasonableness — Comparative return. 
6. Consideration is given to the return being made on investments in other 
business undertakings which are attended by corresponding risks and un- 
certainties, in determining a reasonable return, p. 81. 


Return, § 25 — Reasonableness — Speculative profits. 
7. A public utility has no right to such profits as are realized or anticipated 
in highly profitable enterprises or speculative ventures, p. 81. 


Return, § 26 — Cost of money. 
8. Historical cost of money to a utility and the current cost of such money 
are considered in determining a reasonable return, but more weight is given 
to the determination of current cost of money on the basis of cost to com- 
parable associated companies within the telephone system, p. 82 


Return, § 26 — Cost of money — Capital structure. 
9. A capital structure of 30 per cent of bonded debt and 70 per cent of com- 
mon stock for an intrastate telephone company was deemed reasonable in 
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estimating current cost of money as a factor in determining return allow- 
ance, p. 82. 


Return, § 26 — Cost of money — Financing cost. 
10. Allowance is made for commission to underwriters and other costs in 
determining the cost of security issues for the purpose of determining a rea- 
sonable return, p. 82. 


Return, § 26 — Reasonableness — Cost of money. 
11. The total current cost of money to an intrastate telephone company was 
held to be properly determined within reasonable limits by the earnings- 
price ratio for equity money and the current cost of debt money, p. 82. 


Return, § 24 — Reasonableness — Attraction of capital. 
12. Ability to attract capital in competition with other investment opportu- 
nities is a test of the reasonableness of the rate of return, p. 82. 


Return, § 111 — Telephone company. 
13. A return of 4.72 per cent was considered reasonable for an intrastate 
telephone company, after a consideration of pertinent factors relating to rate 
of return in comparison with similar enterprises, historical earnings, effect 
of current economic conditions, and ability to attract capital, p. 82. 


Return, § 26 — Cost of capital — Charges on temporary funds. 
14. A return allowance should be sufficient to provide carrying charges on 
temporary funds held available for future use, and also to insure mainte- 
nance of credit and attraction of new capital under changing economic con- 
ditions, p. 82. 


Expenses, § 2— Duty of Commission. 
15. The Commission in a rate proceeding must determine whether or not 
any unnecessary element of expense is being charged to the consuming 
public, p. 83. 

Expenses, § 87 — Payment to parent company — License contract — Telephone 

company. 

16. Findings should be made with respect to the cost of services rendered 
to an intrastate telephone company by a parent company, under an agree- 
ment covering services, licenses, and privileges, where the contract calls 
for a payment upon the basis of 14 per cent of gross earnings (less uncol- 
lectible revenue and revenues from teletypewriter exchange service) while 
there is no correspondence between the operating revenues and the expense 
incurred by the parent on behalf of the operating company, p. 84. 


Expenses, § 84 — Charges by parent company — Services covered. 
17. Services which may be charged by a parent company to an operating 
company must be limited to services of an operating nature as distinguished 
from managerial, executive, and policy-forming services, p. 84. 


Expenses, § 87 — Charges by parent company — Development and research costs. 
18. Development and research costs properly chargeable by a parent com- 
pany to operating telephone companies, when consisting of billing to the 
parent by telephone laboratories, should be limited so as to charge the op- 
erating companies with research and development work not identified with 
apparatus or equipment, such as basic research, work on interference 
prevention, and methods of maintaining or operating telephone plant, and 
excluding expenses in connection with projects undertaken with a view to 
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developing communication apparatus to be manufactured by an affiliated 
manufacturing company, p. 85. 


Expenses, § 87 — Charges by parent company — Cost of holding funds to make 
loans. 
19. The cost to a parent company of holding funds in readiness to make 
loans to a subsidiary telephone company is not an operating expense to it, 
includable in charges to the subsidiary, but is a cost of capital, p. 86. 


Expenses, § 87 — Charges by parent company — Tax costs. 
20. Charges by a parent company to a telephone company for services under 
a license contract should include only such taxes as would be payable if the 
parent company’s general departments were a service company without in- 
vestment interest, including New York city sales tax, use and occupancy 
taxes, Federal excise tax, and social security taxes, but excluding state 
franchise tax, p. 87. 

Commissions, § 31 — Jurisdiction — Legal questions. 
21. The Commission, in order to function as an administrative body, must 
venture preliminary answers to certain judicial questions, and more especial- 
ly such of those questions as relate to the extent of Commission jurisdiction, 
p. 89. 


Rates, § 82 — Powers of Commission — Substitution of rates. 
22. The Commission, upon finding that existing telephone rates and charges 
are unjust and unreasonable, has power to determine, and by order fix and 
order substituted therefor, such rates and charges as are just and reasonable, 


p. 90 


a 


By the Commission: On the 18th day of May, 1944, the 
: company, together with other utilities 
History of Proceedings within this state, was given notice 
These proceedings are an investiga- that, if it were reasonably certain to 
tion of the rates and charges of the incur liability during the year 1944 for 
Michigan Bell Telephone Company. Federal excess profit taxes, all of its 
The Michigan Bell Telephone Com- rates and charges were subject to ad~- 
pany is a public utility engaged in justment as of January 1, 1944, to 
the business of furnishing telephonic avoid the incurring of any such lia- 
service within the state of Michigan. bility and a subsequent payment of 
As such it is a public utility and sub- any such tax. 
ject to the jurisdiction of this Com- On August 4, 1944, this Commis- 
mission. sion requested the company to furnish 
The Michigan Bell Telephone Com- information in relation to its opera- 
pany does both an interstate and in- tions for the year 1944, and this in- 
trastate business. These proceedings formation was furnished about the 
relate only to the business done whol- 14th day of September, 1944. It dis- 
ly within the state of Michigan. closed that the company was accruing, 
For the sake of brevity, hereinafter for the year 1944, the sum of $4, 402,- 
the Michigan Bell Telephone Compa- 000 to pay excess profit taxes related 
ny may be referred to as the company. to its 1944 operations. 
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On October 3, 1944, this Commis- 
sion gave notice to the company that, 
on October 17th, it would begin an 
investigation of the rates of the com- 
pany. Hearings were begun on that 
date and were held intermittently 
through the 26th day of December, 
1944, 

On December 28, 1944, this Com- 
mission issued an interim order which 
required the company to reduce its 
gross revenues, attributable to its 
intrastate operations, $3,500,000, to 
set aside such a sum of money, and to 
make a refund of the same to its cus- 
tomers. 

The company appealed, and the cir- 
cuit court for the county of Ingham, 
in chancery, held that this Com- 
mission did not possess the power to 
make the interim order; and, on 
the 12th day of June, 1945, a decree 
was entered, setting aside the or- 
der. 

Pending the hearing and determina- 
tion of the cause, a temporary injunc- 
tion issued, restraining the Commis- 
sion, and the funds involved were held 
under the jurisdiction of the court. 
On August 9, 1945, an appeal was 
taken to the Michigan supreme court 
by this Commission and the city of 
Detroit, which had intervened as a 
defendant in the court proceedings. 
Such appeal is still pending and is un- 
determined. 

On May 25, 1945, the Commission 
gave the company notice that the hear- 
ings before it would be resumed. 
These hearings began on June 25, 
1945, and were concluded on July 11, 
1945. 
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Relation of Michigan Bell Telephone 
Company to the American Telephone 
and Telegraph Company 


The Michigan Bell Telephone Com- 
pany is a Michigan corporation. All 
of its shares of stock, other than the 
qualifying shares held by its directors, 
are owned by the American Telephone 
and Telegraph Company. Such stock 
ownership may subject the company 
to domination by the parent company. 
In these proceedings we have consid- 
ered and treated the Michigan Bell 
Telephone Company as a separate, dis- 
tinct corporation, excepting only those 
phases of the case where it was neces- 
sary to determine whether or not the 
control of the parent company had in 
fact been exercised and then only to 
the extent necessary to determine 
whether or not the end result was un- 
reasonable as viewed from the stand- 
point of the public. 


Rate Base 


[1, 2] In these proceedings no 
testimony was offered or introduced 
as to the value of the property em- 
ployed by the company in rendering 
intrastate telephone service other than 
book value. The company maintains 
a system of accounts as prescribed by 
this Commission which should pro- 
vide a book value closely related to the 
actual, legitimate, original cost of the 
property. While these costs have not 
been audited by this Commission, we 
feel it safe to assume that the company 
has not understated its cost of plant 
and made use of its figures in this 
case. 

The book cost of telephone plant de- 
voted to intrastate operations is, as 
of June 30, 1945, $230,090,000. 
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In arriving at the rate base in this 
case, from the above-determihed gross 
plant in service, we deduct the ac- 
crued depreciation. 

Depreciation 

[8] There is no disagreement be- 
tween the Commission’s staff and the 
company as to the reasonableness of 
the annual charge for depreciation nor 
as to the reasonableness of the present 
reserve. Therefore, $72,920,000, 
which is the amount in the deprecia- 
tion reserve as of June 30, 1945, as 
shown by the monthly reports of the 
company, will be used as representa- 
tive of the accrued depreciation on 
plant in service. 


Working Capital 
[4, 5] It is customary in rate pro- 


ceedings to make a separate allowance 
for working capital. Any considera- 


tion of the working capital require- 
ments of the Michigan Bell Telephone 
Company should give weight to the 
fact that this company is able to and 
does bill its subscribers in advance of 


the rendering of service. All cus- 
tomers coming within the class desig- 
nated upon the books of the company 
as Monthly and Miscellaneous Charg- 
es (Ol) are prebilled. This class 
is a subdivision of the account “Sub- 
scribers’ Station Revenues” (500). 
On a monthly basis the amount of 
such prebilling is approximately $3,- 
500,000. In addition to this the com- 
pany has available its accruals for tax- 
es, interest, dividends, rents, customer 
deposits, etc. These items in excess of 
payments will supply’ adequate bank 
balances. Giving weight to all of 
these, we determine and find that the 
company has no need for a separate 
allowance as working capital. 


[6] 


Rate of Return 


[6, 7] In determining a reasonable 
return to the company, we have given 
consideration to the return being 
made on investments in other business 
undertakings which are attended by 
corresponding risk and uncertainties. 
It is generally recognized that a utili- 
ty has no right to such profits as are 
“realized or anticipated in highly prof- 
itable enterprises or speculative ven- 
tures.” 

In presenting a standard to be used 
as to the return of like business under- 
takings, the company contended that 
the earnings requirement should be 
based upon the equity capital require- 
ments for 1944 of the entire Bell Sys- 
tem which consists of the American 
Telephone and Telegraph Company 
and all of the Associated Companies. 
According to the testimony presented 
by the company the over-all equity re- 
quirement of the Bell System was a 
return of 8.69 per cent. 

The company also submitted a com- 
parison of the return made on net 
worth between the Bell System and 
approximately 1,200 manufacturing 
corporations. The purpose of such 
comparison was to point out the simi- 
larity in trends. It was admitted that 
there might properly be some differ- 
ence in the level of the earnings. The 
gist of the company’s contention is 
that the levels of industrial earnings 
and the earnings of the Bell System 
in previous years maintained a fair- 
ly constant ratio and that at the pres- 
ent time a similar correspondence 
should be maintained. However, we 
are unable to agree that there is a 
function or relationship between earn- 
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ings made by speculative concerns and 
that allowed to a regulated company. 

[8-14] In the consideration of the 
cost of money to a utility it is also 
customary to treat of the historical 
cost of such money and the current 
cost of such money. 

The testimony as to historical cost 
presented by the company related only 
to the over-all costs of the Bell Sys- 
tem. While consideration is given to 
such testimony in these findings, more 
weight is given to the determination 
of the current cost of money to the 
Michigan Bell Telephone Company 
on the basis of cost to certain com- 
parable associated companies within 
the system. The companies were 
chosen because their securities had 
been dealt with in the open market and 
because the ratio between their equity 
and debt securities appeared to be 
reasonable. Consideration was also 
given to a group of gas and electric 
utilities which were considered as 
representative of regulated industries. 

In estimating the current cost of 
money it is necessary first to deter- 
mine what securities are to be offered 
upon the market. We fully appreciate 
the difference in the return demanded 
upon stocks and those demanded upon 
bonds, etc. Under conditions which 
now exist and which we believe will 
prevail for the reasonable future, a 
capital structure of 30 per cent of 
bonded debt and 70 per cent of com- 
mon stock for the Michigan Bell Com- 
pany would be reasonable. 

In determining the cost of such is- 
sues, we have made allowances for the 
commission to underwriters and other 
costs. After a thorough study of the 
testimony it is our opinion and we 
find that the total current cost of 
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money is determined within reason- 
able limits by the earnings-price ratio 
for equity money, and the current cost 
of debt money. 

In the case of the Michigan Bell 
Telephone Company, owing to the 
fact that its securities are not on the 
open market, it is not possible to con- 
sider such data as related to itself; 
therefore, it has been necessary to se- 
cure such data from other companies 
possessing like characteristics of risk, 
stability of income, future prospects 
and other factors affecting the return 
requirement. For example, a study 
of the New England Telephone and 
Telegraph Company’s costs of money 
reveals that on a basis of present-day 
requirements the costs would be: 


Rate Cost 


2.62%  .79% 
S299 oe 


Cost to company allow- 


ing discount of 6% 5.61% 3.93% 


Total Cost 4.72% 


A study has been made between the 
levels of the reported Michigan Com- 
pany earnings and the American Tele- 
phone and Telegraph Company earn- 
ings, in order to determine the reason- 
ableness of any given rate of return in 
relation to past earnings. The earn- 
ings on the net plant investment of the 
Michigan Bell since 1936 have been 
relatively high and in the last three 
years especially so, when they are con- 
sidered before excess profit taxes. On 
the basis of estimated results for 1945, 
earnings on the latter basis will be 
approximately 8.52 per cent on net 
plant. 

The average of earnings on net 
worth for the period 1928-1941 was 
5.63 per cent. On the basis of the 
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relation of return on net plant being 
slightly less (or about 98 per cent on 
net worth), the average for 1928- 
1941 for earnings on net plant would 
be 5.52 per cent. After 1941 the de- 
duction of the Federal excess profit 
taxes did not change the average ma- 
terially so far as the income actually 
available to securities holders was con- 
cerned. The average earnings on net 
plant were 5.51 per cent during the 
last three years. 

The ability to attract capital in com- 
petition with other investment oppor- 
tunities is a test of the reasonableness 
of a rate of return. This does not 
mean that such competition is with- 
in the speculative field. The investor 
does not look to the securities of pub- 
lic utility operating companies for the 
larger speculative profits that come 
from industrial securities. The re- 
turn demanded by the investor de- 
pends upon his evaluation of the risk 
involved. The securities of the regu- 
lated utility offer a possibility of long- 
term prospective earnings with. slight 
risk, if any, of a loss of principal. The 
tisk of loss is even less where the 
utility under consideration is well 
seasoned through years of experience; 
therefore, the competitive field of the 
Michigan Bell Telephone Company in 
the money market is confined to other 
like business undertakings. 

We have considered all of the perti- 
nent factors relating to the rate of re- 
turn, in comparison with similar en- 
terprises, historical earnings, effect 
of current economic conditions| and 
the ability to attract capital. We have 
evaluated those factors and we find 
that the current cost of money to the 
Michigan Bell Telephone Company is 
not greater than that of the New Eng- 
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land Telephone and Telegraph Com- 
pany, which we have indicated previ- 
ously as being 4.72 per cent. 

We are aware that the current cost 
of capital is not the only element that 
must be considered in a determination 
of the rate of return. Enough should 
be allowed to provide carrying charges 
on temporary funds held available for 
future use. Also, sufficient return 
should be allowed to insure mainte- 
nance of credit and the attraction of 
new capital under changing economic 
conditions. 


Operating Expenses 


[15] One of the duties of this 
Commission is to determine whether 
or not any unnecessary element of 
expense is being charged to the con- 
suming public. During these proceed- 


ings the charges made by the com- 


pany for depreciation, license contract 
services, and Federal excess profit 
taxes have been questioned. 


Depreciation Expense 

In the first phase of these proceed- 
ings, during 1944, certain excess de- 
preciation charges as related to the in- 
creased life of plant because of an in- 
ability to make property retirement on 
account of the war, was brought to 
the attention of the company and it 
voluntarily reduced depreciation 
charges $250,000 for the year 1944, 
and a similar reduction is indicated 
for the year 1945, according to the 
monthly reports made to the Commis- 
sion. 

Without a comprehensive study of 
the depreciation practices it is im- 
possible to ascertain whether further 
changes should be made relative to 
depreciation expense. We are of the 
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opinion that these proceedings should 
be concluded as promptly as possible 
and the benefits of any reduction in 
the rates be passed immediately to the 
consumers. For this reason and sole- 
ly for the purpose of this order, we 
are accepting for the purpose of deter- 
mining income the company’s current 
annual charges to depreciation with- 
out having the benefit of a comprehen- 
sive study of its depreciation practices. 
It is possible that when such a study 
is made further changes will be neces- 
sary in relation to depreciation ex- 


pense. 


License Contract 

[16, 17] The Michigan Company, 
during 1944, charged to operating ex- 
pense $1,007,000, upon the basis of 
1} per cent of its gross earnings (less 
uncollectible revenue and revenues 
from teletypewriter exchange service) 


and paid this sum to the American 
Telephone and Telegraph Company 
under an agreement covering services, 
licenses, and privileges, dated July 17, 
1930, or the so-called “License Con- 


tract.” It is estimated that for the 
year 1945 the company will pay upon 
the same basis $1,090,000. 

There is no correspondence be- 
tween the operating revenues of the 
Michigan Company and the expense 
incurred by the American Telephone 
and Telegraph Company on behalf 
of the Michigan Company in render- 
ing the contract services. For this 
reason, findings with respect to the 
cost of these services to the American 
Company should be made. 

The Michigan Company has made 
and presented a study which con- 
sists of a series of allocations and ap- 
portionments upon which it bases a 
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claim that the cost to the American 
Company of rendering services to the 
Michigan Company under the con- 
tract, in 1944, was $960,000. 

During 1944, the total cost for the 
departments of the American Com- 
pany was stated as $21,239,830. Of 
this amount, $1,262,170, termed “non- 
license” cost, was deducted as not be- 
ing assignable, in the judgment of 
the American Company officials, to 
the services covered by the license con- 
tract. The balance, or $19,977,660, 
was thus determined as being the 
American Company’s net department- 
al costs of rendering the “license con- 
tract services.” This amount was 
then apportioned between the Amer- 
ican Company’s Long Lines Depart- 
ment and the licensee companies. On 
such basis there was allocated to the 
Michigan Bell $781,153 of the 1944 
departmental costs. 

In addition to the departmental 
costs, other costs are alleged by the 
American Company to be incurred by 
it on behalf of the “licensee” compa- 
nies, and properly chargeable to them 
under the contract, among which costs 
are: taxes, net cost of carrying invest- 
ment in furniture and office equipment 
used in rendering license contract 
services, and the net cost of holding 
funds available to meet cash require- 
ments of licensee companies. Of these 
alleged costs, $178,986 was allocated 
to Michigan Company. 

In our consideration of the costs 
of the holding company reasonably as- 
signable to the operating company, for 
the purposes of this order we adopt 
the following principle: Services 
which may be charged by the parent 
company to the operating companies 
must be limited to services of an oper- 
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ating nature as distinguished from 
managerial, executive, and policy- 
forming services. 

The operating expenses of the 
Michigan Bell Company as a separate 
corporation include, and in this re- 
port we allow, the costs of maintain- 
ing by it of a corporate organization 
complete with board of directors, gen- 
eral officers and staff, and all the other 
attributes of a complete organization. 

It is against the interest of the con- 
sumers that practically all of the sala- 
ries and expenses of the American 
Company’s general department offi- 
cers and executives be allocated to 
the costs of rendering the license con- 
tract services. Their duties consist 
largely, and in some cases almost en- 
tirely, of managerial and policy-form- 
ing activities. 

It is difficult to segregate the mana- 


gerial, executive, and policy-forming 
activities and related costs from ac- 
tivities of an advice and assistance na- 


ture. Since no cost records are main- 
tained, and the costs of specific de- 
partmental functions are not available, 
for the purposes of this order we ac- 
cept the company’s allocations of its 
general departments’ expenses, with 
the exceptions set forth in detail be- 
low. 

Testimony offered in this case indi- 
cates that the cost of the following de- 
partments should be borne to a great- 
er extent by the American Company 
than now assumed by it, inasmuch 
as a considerable portion of their func- 
tions must be considered as manage- 
rial, executive, and policy forming, 
and not of a service nature. We adopt 
the following allocations to the Michi- 
gan Company’s expenses: 


Administration—B 
Administration—M 
Administration—W 


General Service Bureau .. 
Personnel 

[18] American Company’s devel- 
opment and research departmental 
costs consist entirely of the billing to 
the American Company by the Bell 
Telephone Laboratories for work con- 
sidered as “fundamental work in re- 
search, investigation and experimenta- 
tion in the development of plans, meth- 
ods, systems, and ideas designed to 
improve telephone service and to pro- 
mote safety, economy, and efficiency in 
the equipment, construction, and oper- 
ation of the telephone plants - 

During 1944 the total departmental 
costs for development and research 
charged to the American. Company 
were $8,036,566. Of this amount, 
$7,743,861 was allocated to the cost 
of rendering license contract service, 
of which $279,675 was assigned to 
the Michigan Company. 

The apportionment of the expenses 
of the Laboratories between the 
American Company and the Western 
Electric Company is determined by 
the American Company. The criteria 
appears to be: 

Work charged to Western Electric 
Company is work largely concerned 
with near-at-hand problems necessary 
for the fabrication of devices and ap- 
paratus, and which can be fairly im- 
mediately incorporated in Western’s 
products. 

Work charged to the American 
Company is work of a fundamental 
character because it deals with basic 
knowledge, and in general consists 
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of the first application of scientific 
knowledge to the communications art. 

It is apparent from an examination 
of laboratory cases, that wide latitude 
is exercised in the determination of 
the allocation of the costs of specific 
cases between Western Electric Com- 
pany and the American Company. 

It appears more reasonable to as- 
sign to Western Electric Company all 
laboratories’ expenses in connection 
with projects undertaken with a view 
to develop communication apparatus 
to be manufactured by Western Elec- 
tric Company. Research and develop- 
ment work not identified with appa- 
ratus or equipment, should be allo- 
cated to the American Company, such 
as: Basic research, work on inter- 
ference prevention, and methods of 
maintaining or operating telephone 
plant. 


In consideration of the foregoing, 
we find approximately $1,253,000 as 
the amount of development and re- 
search costs properly chargeable to the 


operating telephone companies. This 
is the sum of items 12, 14, and 16 
shown on schedule 1 of Exhibit 148. 
Applying to this sum the factors ap- 
plied to items 1 to 6 on page 2 of com- 
pany’s Exhibit 126, indicates that 
$45,258 should be allowed as expense 
of the Michigan Company. 

With respect to nondepartmental 
costs, the net cost of carrying invest- 
ment in furniture and office equipment 
used in rendering license contract 
services, which consist of insurance, 
depreciation, taxes, maintenance, and 
interest at 6 per cent on the investment 
was computed as $21,483 for 1944. 
Of this amount, $821 was assigned 
to Michigan, which will be allowed 
for the purposes of this order. 
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[19] The net cost of holding funds 
available during the year-to. meet cash 
requirements of licensee companies as- 
signed to Michigan for 1944 was 
$140,326. This charge is related to 
the money lending activities of the 
American Company. 

Of the American Company’s ap- 
proximately $248,000,000 total cash 
and temporary cash investments, ap- 
proximately $2,746,000 was alleged 
to be held for future use by the Michi- 
gan Company. The difference be- 
tween the 
money and the “cost” of the money 
to the American Company, or the 
net of 5.11 per cent, which when ap- 
plied to the $2,746,000 results in the 
$140,326 allocated to Michigan for 
this service. 

There obviously is no provision in 
the license contract requiring the 
American Company to make loans to 
licensees. The American Company 
makes advances when it choses to 
do so. When loans are made, in- 
terest is charged at 3.92 per cent. 
The loans are a temporary step by 
the American Company toward main- 
taining its equity ownership of the 
Michigan Company. When viewed in 
this relationship, it is difficult to see 
why the American Company is en- 
titled to compensation beyond reason- 
able interest for the funds actually ad- 
vanced. 

The allocation of the American 
Company’s funds held available to the 
Michigan Company is upon the basis 
of the composite percentage ratio of: 
Michigan Plant in Service Account 
as of December 31, 1944, to the Sys- 
tem’s; and Michigan’s 1944 Gross 
Plant Additions, to the System’s; or 
a composite ratio of 4.1 per cent. 
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There is no discernible relationship 
between the sum so computed and 
Michigan’s future cash requirements 
for planned construction. 

The cost (to the American Com- 
pany) of holding funds in readiness 
to make loans is not an operating ex- 
pense to it, but is a cost of capital. In 
our allowance for return under present 
conditions for the Michigan Company, 
provision is made, over the actual 
present cost of money, for a return 
on a reasonable amount of funds to 
be held available for construction pur- 
poses. 

[20] Taxes which are assigned 
principally to cost of rendering license 
contract services consist of : 

Social security 

New York state franchise 

New York state excise 

New York city sales, use, and oc- 
cupancy 


Federal excise 
Massachusetts fra: chise 


Only such taxes as would be pay- 
able were the American Company’s 
general departments a service com- 
pany without investment interest may 
be included in the service costs. These 
are determined to be the New York 
city sales, use and occupancy taxes, 
the Federal excise tax, and social se- 
curity taxes. 

In view of the foregoing we find 
that only $210,746 may be reason- 
ably assigned to the license contract 
cost of the American Company for 
taxes. Applying to this sum the fac- 
tors used by the company in Exhibit 
126, indicate that $7,094 is allowable 
as the license contract tax expense 
of the Michigan Company. 

Our determination of the avoidable 
elements of expense included in the 


American Company’s computation of 
alleged license contract costs of Mich- 
igan Company has been set forth 
above, and we find approximately 
$475,671 as the cost to the American 
Company of the license contract serv- 
ice rendered to the Michigan Com- 
pany, as shown by the following 
table : 


Cost of Services Rendered to 
Michigan Company 
Development and research 
Operation and engineering depart- 
ment 
Personnel department 
Information department 
Legal department 
Comptroller’s department 
Treasury department 
Secretary’s department 
General service bureau 
Administration—M department .... 
Administration—W department .... 
Administration—B department 
Administration—A department .. 
Furniture costs 
Taxes 
Social security 
New York city, 
state franchise 


Federal excise 


Total Company 
Intrastate Allocations 
(91.83%) 
Excess Proftts Tax 
We find that the company is ac- 

cruing approximately $7,800,000 for 
excess profit taxes for the year 1945. 
We subsequently find that, of this 
amount, approximately $3,000,000 is 
avoidable. 


Revenue Reduction 


Examination of all of the evidence 
in this case, therefore, brings us to 
the conclusion that approximately 
$500,000 of license contract costs and 
$3,000,000 of excess profits are truly 
avoidable as operating expenses, total- 
ing approximately $3,500,000. 

After a revenue reduction of $3,- 
500,000 applying to 1944 business the 
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company will have available to it $8,- 
299,000 for return, or 5.16 per cent 
on the 1944 average net investment 
in plant in service, and after a $3,- 
500,000 revenue reduction applying 
to its 1945 business the amount avail- 
able for return will be $8,797,000, or 


5.60 per cent on the 1945 rate base. 
A $3,500,000 annual revenue reduc- 
tion applied to 1946 business will re. 
sult in $11,436,000 for return, or 7.28 
per cent on the net investment. These 
determinations are illustrated by the 
following table: 


Estimated Operating Results — Annual Revenue Reduction 
( ) 


Plant in service 
Depreciation reserve 
Net plant investment 
Operating revenues 
Current maintenance 
Depreciation expense 
Traffic expense 
Commercial expense 
General services 
Taxes (Exclu. income tax) 
Other operating expenses 
Income taxes 

Normal and surtax 

Excess profit tax 
Total operating expenses 
Net operating income 
Rate of return 


The results obtained after a reduc- 
tion in annual revenues of $3,500,000 
still allows this company an adequate 
rate of return upon its intrastate busi- 
ness. Such a reduction in revenues is 
conservative, and in the determination 
of the reduction generous allowances 
have been made throughout. 


Net operating income 

Other income 

Income deductions 

Fixed charges 

Net income 

Per cent to common stock 

5 per cent dividend requirement 
Available for surplus 


From the foregoing, it is apparent 
that after the reduction in revenue 
there will be enough for all reasonable 
operating expenses and also for the 
capital costs of the business, includ- 
ing service on the debt, dividends on 
the stock, and a substantial amount 
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1945 
$230,090 
72,920 
157,170 
69,540 


13,041 
8,162 
11,972 
6,481 
437 
4,223 
6,657 
5,085 
4,685 
60,743 
8,797 
5.16 5.60 


On the basis of the above deter- 
mined intrastate investment, revenues, 
and expenses, after $3,500,000 annual 
revenue reduction the financial re- 
quirements of the company inter- 
state and intrastate) will be met as 
follows : 


1944 1945 


$10,582 

42 

402 

41 

10,451 

6.53 

8,000 

2,451 
for surplus. The return to the equity 
owner will be commensurate with the 
returns on investments in other enter- 
prises having corresponding risks, and 
will be sufficient to assure confidence 
in the enterprise, maintain its credit 

and attract capital. 
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A Consideration as to the Unreason- 
ableness of Rates as of January 
1, 1944, and Subsequent Dates 


The circuit court for the county of 
Ingham, in chancery, in the suit 
brought to review our interim order 
(being the order of December 28, 
1944) held that we were without pow- 
er and authority to make such an 
order. At the time of the settlement 
of the decree through our counsel, the 
court’s attention was directed to the 
fact that answers to certain definite 
questions would aid us in the admin- 
istering of the utility laws of this 
state. Considering our request, the 
court said: 

“The basic inquiry, it seems to me, 
was, as the opinion indicates, whether 
the Commission had the power, under 
the laws of the state relating to the 
subject matter, to make the order that 
actually was made here. I feel 
that I have passed on the basic ques- 
tion that was involved, the question 
of the authority or lack of authority 
on the part of the Commission; and 
I am inclined to let the opinion speak 
for itself, and to eriter the decree in 
accordance with that opinion as it 
stands. I feel that the de- 
cree might properly recite the finding 
and conclusion of the opinion that the 
Commission did not have the author- 
ity to make the order from which the 
appeal was taken.” 

[21] We fully appreciate that in the 
final analysis the scope of our powers 
is determined by the judicial interpre- 
tation and construction of the several 
statutes vesting the powers in us; 
however, it is necessary, if we are to 
function as an administrative body, 
that we venture preliminary answers 
to certain judicial questions, and more 


especially such of those questions as 
relate to the extent of our jurisdic- 
tion. 

It appears to us that we do have 
the power to conduct an investigation 
into the affairs of the Michigan Bell 
Telephone Company and to make de- 
terminations of fact concerning its 
rates. Such power of investigation 
is separate and complete in itself. In 
the early days of regulation it was 
often the only power granted to so- 
called regulatory bodies. While it is 
customary for its exercise to be 
coupled with that of other powers, it 
may be used alone. 

We have here used this power of 
investigation and we have considered 
the reasonableness of the rates of the 
Michigan Bell Telephone Company, 
and we find them now to be and to 
have been unreasonable since the Ist 
day of January, 1944. 

We find that the rates and charges 
of the Michigan Bell Telephone Com- 
pany during 1944 were unjust and un- 
reasonable in that they exact from the 
consumer gross revenues in an 
amount so high that the company pro- 
poses to pay $4,404,000 and upwards, 
in Federal excess profit taxes (of 
which taxes at least $3,000,000 are 
avoidable in fact) over and above the 
normal income and surtax of $5,084,- 
000; and that it so exacted from the 
consumers gross revenues in an 
amount so high that the company pro- 
poses to pay to the American Tele- 
phone and Telegraph Company the 
sum of $1,004,000 (of which at least 
$250,000 was an unnecessary element 
of expense) over and above dividends 
on the Michigan Company’s stock, 
etc., and that it so exacted gross rev- 
enues in an amount so high that the 
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company did propose to charge an ex- 
cess, for 1944, of $250,000 and up- 
wards, as an operating expense and 
for claimed depreciation of intrastate 
property. 

Accordingly, we find that the rates 
and charges of the Michigan Bell Tele- 
phone Company were unjust as of the 
following dates: 

(1) January 1, 1944, which is the 
date from which the income taxes to 
the company for the year 1944 are 
computed. The avoidability of such 
tax must relate to a full annual period ; 

(2) May 18, 1944, which is the date 
upon which the Michigan Bell Tele- 
phone Company was placed upon no- 
tice that the reasonableness of its rates 
and charges was questioned by this 
Commission ; 

(3) October 3, 1944, which is the 
date upon which the show cause order 
was issued, beginning this investiga- 
tion into the rates and affairs of the 
Michigan Bell Telephone Company ; 

(4) October 17 and October 19, 
1944, being the days upon which the 
taking of testimony in these proceed- 
ings began ; 

(5) December 28, 1944, which is 
the date of the interim order, which 
order has been vacated by the circuit 
court for the county of Ingham, in 
chancery. (In doing what is here- 
inafter done, it is not our intention 
or purpose to vacate nor revoke this 
interim order) ; and, 

(6) December 13, 1945, which is 
the date of this order. 

[22] It also appears to us that, 
having found the existing rates and 
charges of the Michigan Bell Tele- 
phone Company to be unjust and un- 
reasonable, we have the power to de- 
termine, and by order fix and order 
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substituted therefor such rates and 
charges as are just and reasonable. 
We believe that this power exists 
separate and apart from any power 
to order refunds or to require a res- 
toration through credit or otherwise 
of the excess over the reasonable 
rates to the consumers by which it 
was paid to the company—perhaps 
the exercise by us of this power is a 
condition precedent to a right of suit 
on behalf of the customers to recover 
such excess. At any event it is our 


purpose and desire to exercise this 
power effectively as of the earliest 
possible lawful date. 

To the accomplishment of this pur- 
pose we find that the schedules of rates 
and charges hereinafter in this order 
prescribed are just and reasonable; 


Accordingly, 

It is ordered that the Michigan Bell 
Telephone Company file with this 
Commission, effective as of January 
1, 1944, the schedules of rates here- 
inafterwards prescribed. 

If it be determined that this Com- 
mission is without power and author- 
ity to prescribe schedules of rates ef- 
fective as of January 1, 1944; and, if 
it be determined that this Commission 
does have the power to prescribe such 
schedules of rates as of any of the 
following dates, then in the alterna- 
tive, and to effectuate its expressed 
purpose that such rates are to be pre- 
scribed as of the earliest possible law- 
ful date; 

It is ordered that the Michigan Bell 
Telephone Company file with this 
Commission the schedules of rates, 
hereinafterwards prescribed, effective 
as of May 18, 1944; in the alternative, 
effective as of October 3, 1944; in the 
alternative, effective as of October 17, 
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1944; and, in the alternative, effective 
as of December 28, 1944. 

We concluded in our interim order 
of December 28, 1944, that we possess 
the power to prevent unnecessary ele- 


plan for the distribution of said 
amount within fifteen days of the ef- 
fective date of this order, or in the 
alternative, the Commission will, by 
supplementary order, provide for the 


ments of expense being charged distribution of said sum. 


against the consuming public and to 
make whatever adjustments: are neces- 
sary to effectuate that result. When 
the unnecessary element of expense is 
income taxes, avoidable in whole or 
in part, the amount of such tax cannot 
actually be known until at or near the 
cose of the year. In these proceed- 


It is further ordered that Michigan 
Bell Telephone Company reduce its 
intrastate revenues $3,500,000 for the 
calendar year 1945 by refunding said 
amount to its subscribers, said reven- 
ues being designated upon its books 
as: 


Account 500—Subscribers’ Station Revenues 


ings we have found that yearly, and ‘Account 500-01—Monthly and Miscellaneous 


for the years 1944 and 1945, the sum 
of at least $3,000,000 in excess profit 
taxes are avoidable in fact. After 
avoiding this tax liability of $6,000,- 
000, a reasonable return would re- 
main to the company. 

Now, therefore it is ordered, that 
Michigan Bell Telephone Company 
reduce its intrastate revenues $3,500,- 
000 for the calendar year 1944 by re- 
funding said amount to its subscrib- 


Charges 
Account 500-02—Message Charges 
The company is directed to submit a 
plan for the distribution of said 
amount within fifteen days of the ef- 
fective date of this Order, or in the 
alternative, the Commission will, by 
supplementary order, provide for the 
distribution of said sum. 

It is further ordered, conditioned 
that no existing rate, rental, or charge 


ers, said revenues being designated be thereby increased, that Michigan 


upon its books as: 


Account 500—Subscribers’ Station Revenues 

Account 500-01—Monthly and Miscellaneous 
Charges 

Account 500-02—Message Charges. 


The company is directed to submit a 


Bell Telephone Company file and 
make effective as of its various billing 
dates, for services to be rendered sub- 
sequent to December 31, 1945, rates, 
rentals, and charges in accordance 
with the following schedules: 


Detroit Zone 


l-party business, 100 messages, additional mes- 
sages—100 @ 3¢, over 100 @ 4¢, monthly 
rate—$5.00. 


Private branch exchange, trunks, 100 mes- 
sages, additional messages—100 @ 3¢, over 
100 @ 4¢, monthly rate—$6.00. 


l-party residence, flat rate, monthly rate— 
$4.50 


l-party residence, 100 messages, additional 
messages—100 @ 3¢, over 100 @ 4¢, month- 
ly rate—$3.75. 


91 


2-party residence, flat rate, monthly rate— 


$4.00. 


2-party residence, 100 messages, additional 
messages, 100 @ 3¢, over 100 @ 4¢, monthly 
rate—$3.00. 


2-party residence, 70 messages, additional mes- 
sages—100 @ 3¢, over 100 @ 4¢, monthly 
rate—$2.40. 


2-party residence, 45 messages, additional mes- 
sages—100 @ 3¢, over 100 @ 4¢, monthly 
rate—$2.40. (Available only outside base 
rate area.) 
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2-party residence, 40 messages, additional mes- Semipublic pay station, daily guaranty 25¢, 
sages, 100 @ 3¢, over 100 @ 4¢, monthly Refund 1¢ per message over 150 messages, 
rate—$2.25 (Interzone messages included.) 


(All other rentals and charges to remain unchanged.) 


Maximum Rates Outside Detroit Zone 
Residence Service Flat Rates 
Group Stations 2-party 4-party 
100 or Less $1.75 $.. $1.45 
101 to : 65 1.45 
401 to : ‘ 1.50 
801 to y , 1.50 
1,601 to . : 1.50 
3,001 to 6, k . 4 
6,001 to 10,000 
10,001 to 30,000 
30,001 to 45,000 
45,001 to 60,000 
60,001 Up 
(All other rentals and charges to remain unchanged.) 


The Commission retains jurisdic- essary to effectuate and enforce this 
tion to do any and all things nec- order. 
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Frank R. LaBate et al. 


North Federal Water System 


Application No. 7000, Decision No. 25323 
December 29, 1945 


PPLICATION for order requiring utility to furnish water to 
A persons residing within area covered by certificate; order 
granted. 


Service, § 117 — Duty to serve. 
1. A public utility has a duty to serve all those within its territory who 
desire service and are willing to comply with its rules and regulations, 
p. 100. 


Service, § 144 — Area covered by certificate — Lack of equipment — Refusal to 
serve. 
2. Lack of the facilities necessary to serve certain applicants residing in the 
area covered by a certificate may not be urged as a ground for refusal 
of a water utility to serve, since such a contention is diametrically opposed 
to the obligations of the utility under its certificate of public convenience and 
necessity, p. 100. 
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Service, § 128 — Refusal to serve property — Notice to purchaser. 
3. Notice to persons about to purchase lots from a party who had repudiated 
a contract with utility owners, that water service would not be rendered 
to such lots, does not absolve the utility from its duty to serve all persons 
residing in the area covered by its certificate, p. 100. 


Service, § 128 — Failure to file rates — Grounds for refusal to serve. 


4. A public utility may not urge its own failure to have on file its tariffs 
or schedules of rates, charges, rules, and regulations, as required by statute, 
in order to escape its duty to serve the public, p. 101. 


Discrimination, § 199 — Refusal to serve portion of territory. 
5. The refusal of a water utility to furnish service to persons residing in a 


portion of the area covered by its certificate while serving persons in other 
portions constitutes discrimination and is in violation of law, p. 102. 


Service, § 147 — Rate proceedings — Refusal to serve. 


6. A contention that rates are inadequate, which contention is involved in a 
pending proceeding to fix proper rates and charges, is not a proper ground 


for refusal to give service, p. 102. 


Service, § 489 — Evidence — Contractual difficulties between owners of utilities. 
7. Contractual difficulties between the owners of a public utility, and court 
proceedings involving the same, are collateral to the question of the utility’s 
duty to serve, and evidence relative thereto is properly excluded in a pro- 


ceeding to compel service, p. 103. 


APPEARANCES: Whitehead and 
Vogl, Denver, Attorneys, for appli- 
cants; Lee, Shaw and McCreery, 
Attorneys, for respondent. 


By the Commission: In this pro- 
ceeding, proposed customers of a wa- 
ter utility, who reside or own prop- 
erty in the area covered by the utility’s 
certificate, seek an order requiring the 
utility to furnish water service to 
them. 


In their application, the original ap- 
plicants allege that each had pur- 
chased and is in possession of lots in 
block 2, Hillsborough subdivision, 
Adams county, Colorado; that hereto- 
fore, in Application No. 6562, this 
Commission issued a certificate of 
public convenience and necessity to 
the Trentman-Milner Company, re- 
spondent, for the establishment of a 
domestic water system in the territory 


described therein, which included said 
block 2, said system being known as 
“North Federal Water System” ; that 
a water main had been installed and 
now remains in the alley in said block 
2; that some of the applicants have 
erected, or are now erecting, residences 
on the lots purchased by them in said 
block 2, and that others desire to 
commence the erection of residences 
on said lots; that all of the applicants 
desire to connect their respective prop- 
erties with the said water main and 
establish connection to said water 
system, and to have water furnished 
to them by respondent through said 
connection; that applications had 
theretofore been made to A. Milner, 
the manager of said respondent, for 
leave to make such connections and 
to be furnished water; but that said 
Milner refused to permit such connec- 
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tions to be made or to furnish water 
to applicants; and that said Milner 
had stated that no connections will 
be permitted with said main in block 
2 and that no water will be furnished 
by respondent to any owners of lots 
therein. 

At the hearing, William L. Snead, 
John Henson, and Lloyd Ace, who 
alleged that they had purchased and 
were in possession of lots in said block 
2 and have residences under construc- 
tion on said lots and were in need of 
water therefor, asked to be joined as 
applicants herein. Over the objection 
of the respondent, said parties were 
permitted to become applicants here- 
in and their names have been added 
in the caption. 

The respondent filed its answer, 
wherein, in its first defense, it ad- 
mitted that a certificate of public con- 
venience and necessity had been issued 
to it, as alleged in the application, but 
alleged that the water main in said 
block 2 has been a dead line since the 
time of its installation in accordance 
with the requirements and order of the 
War Production Board. The re- 
spondent admitted that the applicant, 
Harry L. Kirkhart, on or about April 
3, 1944, advised A. Milner, as man- 
aging agent for said water system, 
that he was contemplating purchasing 
lots in said block 2 from John P. 
Heiser, and inquired if domestic water 
would be available, and then alleged 
that said Kirkhart was advised that 
no additional water service would be 
rendered in said block 2 to any pur- 
chaser from said Heiser of lots there- 
in, nor would any such purchaser be 
permitted to make connection with 
said dead line. 


The respondent also set out two af- 
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firmative defenses. For a second de- 
fense, respondent alleged that, on 
March 29, 1944, in Application No, 
6562, this Commission granted a cer- 
tificate of public convenience and ne- 
cessity to respondent for the purpose 
of operating a system to be known as 
“North Federal Water System,” for 
the purpose of distributing and sup- 
plying water for domestic purposes 
only to the residents of North Federal 
Hills subdivision, North Lawn Gar- 
dens subdivision, blocks 1 and 2 Hills- 
borough subdivision, and Lowell 
Heights subdivision; that respondent 
filed a schedule of rates, rules, and 
regulations covering the operation of 
said system, pursuant to the order of 
the Commission, which were to be- 
come effective upon thirty days’ notice 
to the Commission and to the public; 
that the effective date of said tariffs 
has been suspended by order of the 
Commission; that, at the time of the 
issuance of said certificate and at the 
time of filing said answer, the rate 
schedules then in effect were inad- 
equate to justify the operation of said 
system, and that, at the present time, 
and at no time since the issuance of 
said certificate, has there been any 
schedule of rates which respondent is 
authorized by law to charge for the 
rendition of such service in blocks 1 
and 2 of Hillsborough subdivision. 
For a third defense, respondent al- 
leged that, on December 21, 1942, said 
A. Milner entered into a contract with 
John P. Heiser, the then owner of 
said Hillsborough subdivision, where- 
by Milner was given the exclusive 
right to develop and sell all lots there- 
in; that said Milner agreed to advance 
all expenses in connection with the 
preparation and sale of lots therein, 
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including the installation of water 
mains to supply and serve domestic 
water to the expected residents there- 
of; that, in reliance upon said contract, 
said Milner installed water mains in 
blocks 1 and 2 of said subdivision and 
caused the respondent to make ap- 
plication for a certificate of public con- 
venience and necessity to supply do- 
mestic water (inter alia) to said 
blocks 1 and 2; and that said cer- 
tificate was issued to respondent on 
March 29, 1944. 

The respondent then alleged, in said 
third defense, that the obligation to 
render water service to said blocks 1 
and 2 was undertaken only and solely 
as a part of and in connection with 
the development and sale of lots in 
said subdivision, pursuant to said con- 
tract of December 21, 1942. 

The respondent then alleged that, in 
March, 1944, said Heiser repudiated 
said contract and his obligations there- 
under by an attempted cancellation 
thereof; that, later, said Heiser com- 
menced an action in the district court 
of the city and county of Denver for a 
judicial declaration of said cancella- 
tion ; that said Milner answered there- 
in, alleging wrongful termination of 
said contract, estoppel, and laches, and 
also filed a counterclaim, wherein he 
prayed that the contract be declared in 
full force and effect or, in the alterna- 
tive, for damages; that findings were 
entered by the court in said action on 
April 2, 1945, sustaining the allega- 
tions of said Milner that the said con- 
tract had not been abandoned by him 
and that the attempted cancellation 
thereof by Heiser was ineffectual and 
wrongful, dismissing the complaint 
therein, and awarding damages to said 
Milner ; that said action is now pend- 
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ing in the supreme court of the state of 
Colorado on writ of error sued out 
by said Milner; that, on June 16, 
1945, Milner filed a lis pendens for 
record in Adams county, notifying all 
persons of the pendency of the writ of 
error. 

Respondent, in said third defense, 
then alleged that, long prior to the pur- 
chase of lots by any of the applicants, 
the said Heiser knew that he should 
cease and desist from making sales of 
lots in said blocks 1 and 2, Hills- 
borough, and from making representa- 
tions that water would be available for 
domestic use therein; that said Heiser 
had. been informed by said Milner 
that the water main in block 2 was a 
dead line and the use thereof would 
not be considered until the litigation 
between them was finally disposed of; 
that, notwithstanding said informa- 
tion, Heiser and his salesman, A. 
Ruthven, have been representing to 
prospective purchasers that domestic 
water would be immediately available. 

Respondent, in said defense, further 
alleged that each of the applicants now 
has, and prior to the making of his 
contract of purchase of lots in said 
block had, knowledge and notice from 
said public records of, and is bound by 
and subject to, the rights and title of 
said Milner in and to said lots de- 
scribed in the contract of December 
21, 1942; that Heiser now repudiates 
said contract. 

Respondent, in said defense, further 
alleged that it should not be required 
to permit connection by, or required 
to render water service to, any of the 
applicants or any other person or per- 
sons not presently connected with or 
served by said system in blocks 1 and 
2, Hillsborough, pending the de- 
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termination of the proceedings in the 
supreme court. 

This matter was heard by the Com- 
mission on October 23, 1945. Briefs 
were submitted by the parties and 
have been considered by the Commis- 
sion. 

The applicant, Harry L. Kirkhart, 
testified that he purchased Lot 11, 
block 2, Hillsborough, and has erected 
a house thereon, where he is now liv- 
ing; that he does not have any water 
connection on that property; that he 
asked Milner for water and that Mil- 
ner said that block 2 did not have any 
water as those lines were dead; that 
he commenced the erection of his 
house in April, 1945. 

On cross-examination, Mr. Kirk- 
hart testified that he contracted to pur- 
chase lot 11 in March or April, 1945; 
that he had his basement dug when he 


went to see Milner; that Milner told 
him that the line in block 2 was dead; 
that he has drilled wells; that he told 
Milner that he would have to drill a 
well if he could not get water. 


Over the objection of applicants’ 
attorney, Mr. Kirkhart testified that, 
at the time he entered into the contract 
for the purchase of his lot, Mr. Ruth- 
ven told him that there was water 
available for domestic use only; that 
Ruthven did not tell him there was a 
controversy between Milner and Hei- 
ser; Ruthven did not tell Kirkhart 
who owned the water system; that 
he ascertained from the neighbors that 
Milner was the party to see about 
getting a water tap; that he is making 
payments on his contract to purchase 
this lot for $508; he told Mr. Ruth- 
ven about Milner’s refusal to furnish 
water and Ruthven told him to file a 
complaint with the Commission ; that, 
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if they would not give him water, the 
Commission would see that he got the 
water; that he knew from the begin- 
ning that there was a question about 
the water; that he put a well down 
44 feet and has obtained no water. 

Timothy Cisneros testified that he 
purchased lot 12 and half of lot 13 in 
block 2 in the spring of 1945, paying 
$1,387.50 in cash; that he did not 
personally make application to Mr. 
Milner for water but that his wife 
did; that, when he purchased the lot, 
Mr. Ruthven told him that water 
would be there pretty soon; that, in 
July, 1945, he found out that Mr. 
Kirkhart was building a home and 
did not get any water; that he knew 
there was no water; that he filed a 
suit to get his money back but that 
now he does not want his money back 
but wants the lots; that he has plans 
to build a home and a store on those 
lots; that his attorney told him that 
Milner was claiming an interest in 
this property. 

Mrs. Lupe Cisneros testified that, 
after they bought property in block 2, 
she talked to Mr. Milner about water, 
and he stated that, as far as he knew, 
he had nothing to do with them, and 
that they should go to Mr. Heiser, 
the one that sold this property. She 
told Milner that they wanted to build 
a home and were waiting for water. 
They purchased their property from 
Mr. Ruthven and bought it with the 
understanding that there was water 
there, or that the pipes were connected 
there. They found out about the con- 
troversy relative to water when they 
were ready to build. Mr. Madden 
filed a suit for them in July, 1945, 
which was dismissed September 14, 
1945, at the cost of the plaintiff (Cis- 
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neros). They were furnished with 
an abstract of title. Mr. Madden ex- 
amined the title for them. Mr. Mad- 
den told them that Mr. Milner claimed 
an interest in the property, and that 
there was not going to be enough wat- 
et for anything but domestic use. Mr. 
Madden told her about a controversy 
that had gone to the supreme court. 

Timothy Cisneros then testified that 
ihe lawyer told them there was no 
water at all and that, in case there 
would be water, there would be water 
just for domestic use—no water for 
irigation—and told them there was 
ome litigation about the water; that 
Mr. Ruthven told them they would 
not have to worry about water, as 
water would be there sooner or later; 
that Mr. Ruthven did not tell them, 
at the time they purchased their prop- 
ety, that Mr. Milner was claiming 
an interest in the property or about 
e suit pending in the supreme court ; 
that Mr. Ruthven told them the water 
pipe ran through his lot. 

William C. Lane and John H. Hen- 


son also testified that they had pur-- 


ased lots in block 2, Hillsborough, 
nnd that there were no water connec- 
tions for those lots. 

Albert L. Ruthven testified that 
William L. Snead had purchased lots 
in this block and that he has built a 
room house thereon and is adding 
dditional rooms to it, and that he is 
aying $200 for the lots. He also 
estified that Mr. Lloyd Ace was pur- 
asing lots in said block. He ne- 
jotiated the sale of these lots. He 
old the purchasers that there was 
home litigation going on in regard to 
he water. He told Mr. Ace that the 
mly way he could get water was 
hrough an order of the Commission ; 


[7] 


that he told Mr. Snead that there were 
water mains on the property and that 
a certificate of necessity and conven- 
ience had been issued for the purpose 
of supplying water, and that the whole 
thing was in controversy. The water 
main, the whole diagonal length of 
block 2, is not connected into the line, 
and the valve is shut off. (It was 
conceded that the valves were there 
but the attorney for respondent con- 
tended that the line is severed.) 

John Peter Heiser testified that he 
is the record owner of Hillsborough 
addition and that all lots in block 2, 
with the exception of lot 8, are deeded 
or under contract. He gave the wit- 
ness Cisneros a warranty deed to his 
lots. 


A. Milner testified that he is one 
of the partners of the firm of Trent- 
man and Milner; that the other part- 
ners are John L. Trentman and H. C. 
Trentman. He identified Exhibit No. 
7 as being a map whereon are shown 
the water mains owned by Trentman- 
Milner Company in North Federal 
Hills and North Lawn Gardens out- 
lined in red. The mains or lines in 
Lowell Heights, outlined in blue, are 
owned by him. The line in blue, cut- 
ting across from Lowell Heights 
through blocks 1 and 2 in Hills- 
borough and across Federal boulevard, 
was constructed by him to connect the 
Lowell Heights well with the North 
Lawn well. The main in block 2, 
shown by the green line, was laid by 
him and is owned by him. The lines 
in Lowell Heights were bought by 
him and held by him for the purpose 
of augmenting the supply of water in 
connection with the contract for the 
sale of lots which he had for Hills- 
borough. The lines in yellow, blue, and 
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green have not been deeded to Trent- 
man-Milner. The water main in block 
2, Hillsborough, does not show any 
connection to the line leading from 
Lowell Heights across Federal boule- 
vard to a connection with the mains 
east of Federal boulevard. The well 
in Lowell Heights is his own personal 
well and the well in North Lawn 
Gardens is the property of Trentman- 
Milner. A certificate of public con- 
venience and necessity was issued by 
this Commission in March, 1944, in 
Application 6562; that, in connection 
therewith, he filed rates for all parts 
of the area covered by the certificate ; 
that those rates are still under suspen- 
sion. 


Mr. Milner then testified that he 
entered into a contract with John P. 
Heiser respecting Hillsborough, dated 
December 21, 1942. He was then 


asked as to an agreement or under- 
standing between him and Heiser in 
connection with that contract respect- 
ing the installation of water mains in 
blocks 1 and 2 and 3 and 4 of Hills- 
borough. Objection thereto made by 
applicants was sustained by the Com- 


mission. In connection therewith, re- 
spondent offered to prove: That the 
contract of December 21, 1942, was 
for the sale of lots in Hillsborough, 
and, as a basis for the sales, it was 
agreed that the development of the 
tract for sale required water installa- 
tions. In reliance upon said contract, 
Mr. Milner installed water mains in 
blocks 1 and 2 of said subdivision and 
caused the respondent to make applica- 
tion for a certificate of public con- 
venience and necessity to supply do- 
mestic water to blocks 1 and 2. The 
installation of the mains in Hills- 
borough was done at the personal ex- 
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pense of Milner and the title thereto 
has not been transferred to the re. 
spondent nor has respondent reim- 
bursed Mr. Milner therefor, for the 
reason that the application to render 
water service was undertaken as a 
part of and in connection with the de- 
velopment and sale of lots. There- 
after, Heiser undertook to repudiate 
and terminate said contract. The 
purpose of this testimony was to show 
under what circumstances Mr. Milner, 
on behalf of Trentman-Milner, asked 
for a certificate of public convenience 
and necessity; that the conditions 
which brought about the application 
have been repudiated; that the cer- 
tificate should be modified or held in 
abeyance until a determination by the 
supreme court; that the respondent 
should not be required to furnish 
service because he (Milner) owns the 
pipe and the well; and that Milner i 
objecting to proceeding with this mat 
ter because he was imposed upon in 
getting Trentman-Milner to get the 
certificate of public convenience and 
necessity. 

The respondent also asked that the 
record in this case be held open long 
enough to introduce the rates and the 
determination of the Commission i 
the rate proceedings now pending be 
fore it. This request was taken un 
der advisement by the Commission. 

It was also brought out at the hear 
ing that the application for a certificate 
of public convenience and _ necessit 
was filed by the respondent on Jan 
uary 25, 1944, and that the notice 
given by Mr. Heiser for a terminatio 
of the contract of December 21, 1942 
was given to Mr. Milner on Marc 
8, 1944, and that the certificate, whic 
was accepted by respondent, was is 
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sued by this Commission on March 
29, 1944. 

The certificate of public convenience 
and necessity issued to the respondent 
for the operation of the North Federal 
Water System was made a part of the 
record. That certificate is Decision 
No. 22124, dated March 29, 1944. 
From that decision, it appears that the 
respondent filed its application on Jan- 
uary 25, 1944, for such certificate, for 
the supplying of domestic water to 
North Federal Hills subdivision, 
North Lawn Gardens subdivision, 
North Lowell Heights subdivision, 
and Hillsborough subdivision, all in 
Adams county. It also appears that 
the respondent is a copartnership, com- 
posed of A. Milner, John L. Trentman, 
and Harry C. Trentman. It appears 
from said decision that the respondent 
and its predecessors have been en- 


gaged in supplying water to lots in 
North Federal Hills subdivision for 


a number of years. Prior to the 
fall of 1943, a former owner of the 
North Lowell Heights Water Com- 
pany (Mr. Goyn) had been operating 
awater system for the purpose of sup- 
plying water for domestic purposes to 
the residents of North Lowell Heights 
subdivision. No certificate of public 
convenience and necessity was issued 
to Mr. Goyn, the former owner. 
However, he did file tariffs and sched- 
ules of rates and rules and regulations. 
In 1943, Aubrey Milner, one of the 
partners of respondent, purchased said 
system and, subsequently, has operat- 
td said system under the tariffs there- 
tofore filed by his predecessor. No 
application for authority to transfer 
sid system to Mr. Milner was made 
to this Commission. Mr. Milner con- 
solidated said system with the system 


through which the residents of North 
Federal Hills and North Lawn Gar- 
dens had been served, and, in said 
proceeding, the applicant sought ap- 
proval of the transfer of the North 
Lowell Heights system. It further ap- 
pears from said decision that, after the 
purchase of the North Lowell Heights 
water system, a main was laid across 
Hillsborough subdivision to connect 
that system with the system in North 
Federal Hilis and North Lawn Gar- 
dens, and that the respondent proposed 
to serve the residents of Hillsborough 
subdivision from said system. 

It further appears from said de- 
cision that the applicant was then serv- 
ing approximately one hundred cus- 
tomers, and that the system is capable 
of serving approximately a hundred 
more customers, and that the present 
source of supply of respondent was 
sufficient to serve adequately the ter- 
ritory sought to be covered by the 
certificate. The Commission found 
that the public convenience and neces- 
sity required the service of applicant 
in the territory described in the ap- 
plication and the approval of the trans- 
fer of North Lowell Heights water 
system to the respondent. According- 
ly, the Commission approved the 
transfer of said North Lowell Heights 
water system to Aubrey Milner and 
ordered that said system should be 
included in the North Federal Water 
System. The Commission issued a 
certificate of public convenience and 
necessity covering the territory de- 
scribed therein, which includes blocks 
1 and 2, Hillsborough subdivision. 

Decision No. 24923, dated Septem- 
ber 7, 1945, in Case 4930, was made 
a part of the record. As appears 
from that decision, that proceeding 
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was commenced by the Commission 
on its own motion to determine wheth- 
er or not the Commission should en- 
ter an order requiring the respondent 
to drill an additional well or wells, or 
enlarge its plant and facilities so as to 
furnish an adequate supply of water 
to respondent’s customers, and, at the 
hearing, the complaint of the Commis- 
sion was amended to include not only 
present customers but “proposed cus- 
tomers desiring service.” The Com- 
mission found therein that the service 
now being rendered by respondent was 
inadequate and insufficient to ade- 
quately fulfil the public convenience 
and necessity of those whom respond- 
ent is required to serve under its cer- 
tificate. The respondent was required, 
forthwith, to seek the cause or causes 
of any inadequacy of service and rem- 
edy the same within a reasonable time. 
The jurisdiction of that proceeding 
was retained, and the respondent was 
ordered to show cause to the Commis- 
sion that the present inadequacy and 
insufficiency of service to customers 
and proposed customers had been 
remedied and that adequate Service 
and a sufficient supply of water are be- 
ing furnished to said customers and 
can be furnished to proposed custom- 
ers desiring service. 

No evidence was introduced at the 
present hearing as to any alleged in- 
ability of the respondent to serve the 
present customers in the territory 
covered by the certificate, or inability 
to serve those proposed customers 
within said territory desiring service. 
As will be hereafter demonstrated, the 
respondent has endeavored to justify 
its refusal to serve the applicants 
named herein, or other customers who 
might desire service, solely upon the 
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affirmative grounds mentioned in its 
defenses. 

[1] The respondent is a public util- 
ity within the meaning of § 3, Chap 
137, 1935 Colo Stat Anno. It sought 
a certificate of public convenience and 
necessity, under the provisions of the 
Public Utilities Act (Chap 137, 1935 
Colo Stat Anno), which would au- 
thorize it to furnish water service to 
the public generally within the terri- 
tory described in its certificate. As 
shown by the decision granting said 
certificate, the mains were then con 
structed in the territory 
thereby. The duty of a public utility 
is to serve all those within its territo 
who may desire the service of the util 
ity, and who will comply with the rul 


and regulations of the utility and willl?! 


pay the charges therefor. 

The applicants are all residents of, 
or owners of, lots in the territory 
covered by the certificate. All the ap 
plicants have purchased lots in bloc 
2 and are potential customers of the 
respondent. A great many of the 
applicants have made specific demand 
upon the respondent for service. The 
demands of those who made applica 
tion for service were refused. While 
it does not appear that the others have 
made such demands, they are in a posi 
tion to receive such service and ar4 
desirous of obtaining water throug 
the facilities of respondent. It appears 
that, even if demand had been made 
service would have been refused bj 
respondent. Therefore, unless the re 
spondent is excused from furnishing 
service by reason of the matters se 
forth in its defenses, the applicant: 
are entitled to the relief prayed for. 

[2, 3] The defenses of the respond 
ent are summarized by its counsel 2 
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follows: First, that the water main 
in block 2 is a dead line, and that one 
of the applicants, at least, had been 
hdvised that domestic water service 
would not be rendered to purchasers 
rho purchased lots in block 2 from 
Heiser. The second defense is based 
sm™upon the fact that the schedules of 
ates filed by respondent have been 
suspended by this Commission and 
that the present rates are inadequate. 
he third defense is that Milner, by 
ontract, was given an exclusive right 
o sell lots in blocks 1, 2, 3, and 4, 
Hillsborough, by the owner, Heiser; 
at Milner, pursuant to said agree- 
ment, had installed water mains in 
locks 1 and 2 and had caused Trent- 
an-Mimer Company to make ap- 
lication for the certificate of public 
onvenience and necessity authorizing 
water service to said blocks 1 and 2; 
‘Bhat said obligation to render water 
service in said blocks 1 and 2 was un- 
iertaken only and solely as a part of 
gad in connection with the develop- 
Hment and sale of lots therein; and that 
gid Heiser had wrongfully repudiated 
aid contract and that a civil action 
etween Milner and Heiser upon the 
ontract is now pending in the su- 
agpreme court and undisposed of. 
The first defense can be disposed of 
amy stating that such defense is dia- 
metrically opposed to the obligations 
f the respondent under its certificate 
of public convenience and necessity. 
he respondent, in Application 6562, 
sought authority to render, as a public 
utility, water service to the inhabitants 
i blocks 1 and 2, Hillsborough. Up- 
m the granting of said certificate pur- 
wuant to said application, the re- 
Spondent became obligated to furnish 
ter for domestic purposes to all the 
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inhabitants of, and owners of prop- 
erty in, the territory covered by its 
certificate, including those in said 
blocks 1 and 2, who desire the service 
it renders. That duty extends to all 
members of the public to whom its 
use and scope of operation extend who 
apply for such service and comply with 
the reasonable rules and regulations 
of the utility. Seaton Mountain Elec- 
tric Light, Heat & P. Co. v. Idaho 
Springs Inv. Co. (1910) 49 Colo 
122, 127, 111 Pac 834, 33 LRA(NS) 
1078. A public utility cannot pick 
and choose its customers. North 
Carolina Pub. Service Co. v. Southern 
Power Co. PUR1923A 289, 282 Fed 
837, 33 ALR 626, 632,—certiorari 
dismissed (1924) 263 US 508, 68 L 
ed 413, 44 S Ct 164. It cannot pick 
and choose the portions of the terri- 
tory in which it will render service. 
People ex rel. New York & Q. Gas 
Co. v. McCall, 245 US 345, 351, 62 
L ed 337, PURI918A 792, 38 S Ct 
122. A mere voluntary statement by. 
the manager and one of the partners 
of respondent that no service would be 
furnished to purchasers of lots in said 
block who did not purchase such lots 
from Milner cannot absolve the re- 
spondent from its duties as a public 
utility under the law. The mere state- 
ment of respondent’s position stamps 
it as unreasonable and unjust. Seaton 
Mountain Electric Light, Heat & P. 
Co. v. Idaho Springs Inv. Co. supra. 
[4] As to the second defense, a pub- 
lic utility is required, by the Public 
Utilities Act (§ 16, Chap 137, 1935 
Colo Stat Anno), to file its tariffs o1 
schedules of rates and charges, rules 
and regulations, with this Commis- 
sion. After the filing of such tariffs 
or schedules, the rates contained 
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therein become the lawful rates which 
the utility can collect unless such 
tariffs or schedules are suspended by 
the Commission under authority of 
§ 48, Chap 137, 1935 Colo Stat Anno. 
Under § 16, the rates and charges 
contained in respondent’s proposed 
tariffs should not have exceeded the 
rates and charges of respondent which 
were in effect at the time the applica- 
tion for a certificate was filed. It ap- 
pears from the evidence that the re- 
spondent had been furnishing water 
service to inhabitants in the territory 
involved, and making a charge there- 
for, for a long period of time prior to 
the filing of the application without 
having on file any tariffs or schedules 
other than those which were filed by a 
previous owner of the North Lowell 
Heights Water System. Because of 
the suspension of the proposed tariffs 
and schedules filed by the respondent, 
and the pendency of proceedings to 
determine the reasonableness and law- 
fulness of the rates and rules and reg- 
ulations contained therein, the Com- 
mission has not objected to the re- 
spondent’s collecting rates which it 
was collecting prior to the filing of the 
application for a certificate. If the 
tariffs or schedules filed by a public 
utility are suspended by the Commis- 
sion because of complaint having been 
made thereto by customers, or on the 
Commission’s own motion, generally 
the tariffs and schedules theretofore 
in effect continue until the reasonable- 
ness and lawfulness of the suspended 
tariffs or schedules have been con- 
sidered and determined. Where a 
utility does not have tariffs or sched- 
ules on file with the Commission at the 
time of the suspension, or proposed 
tariffs or schedules, then, under the 
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law, it would be the duty of the utility, 
in the event of suspension by the Com 
mission, to file tariffs or schedules 
containing rates and charges which 
would be acceptable to the Commis 
sion until the questions relative to suc 

suspended schedules could be deter 
mined. In any event, the respondent 
is not in position to base a defense 
to this proceeding upon his own viola 
tion of the law in not filing tariffs j 

compliance with § 16. A public util 
ity will not be heard to urge its ow 
transgressions in order to escape its 
duty to serve the public. State ex rel 
Danciger & Co. v. Public Servied 
Commission, 275 Mo 483, PUR 
1919A 353, 205 SW 36, 18 ALR 754 
The failure to file tariffs might pr 

clude utility from collecting for wate 
delivered, but would not relieve the 
utility from obligation to serve. 

[5] The allegations of this defense 
indicate that respondent is furnishing 
water service in the other portions o 
the territory covered by its certificate 
without having any tariffs on file, bu 
it has not raised any question as to i 
duty to serve in those other portion 
because of the absence of effective 
tariffs. To permit respondent to re 
fuse service in blocks 1 and 2 on ac 
count of there being no effective tariff 
on file, and to serve in those other por 
tions, would constitute a preference 
and advantage in favor of residents in 
other portions of its territory and 
prejudice and disadvantage agains 
those in said blocks 1 and 2, contra 
to § 19, Chap 137, 1935 Colo Stai 
Anno. ; 

[6] The respondent, in the secon 
defense, also alleged that the rates if 
effect at the time of the issuance 0 
said certificate were and are wholl 
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inadequate to justify the operation of 
aid system. No evidence on this 
daim was introduced or offered by re- 
pondent and, in effect, this claim was 
abandoned by respondent. Even if 
that defense were not abandoned, such 
defense cannot be maintained in a pro- 
eeding such as this and evidence rela- 
ive thereto would be immaterial and 
incompetent. The Commission has 
ihe power to prescribe just and rea- 
sonable rates to be charged by a pub- 
ic utility. (Sections 14, 15, 32, and 
48, Chap 137, 1935 Colo Stat Anno.) 
It appears that such a proceeding, to 
determine just and reasonable rates to 
te charged by respondent, is now 
ending before the Commission. A 
public utility is prohibited by law from 
discriminating between its customers 
or subjecting any person to any prej- 
udice or disadvantage. (Section 19, 


Chap 137, 1935 Colo Stat Anno.) 


[7] Briefly, the third defense is that 
the respondent cannot be compelled to 
lurnish water service to customers and 
proposed customers in blocks 1 and 2, 
Hillsborough, because of the facts that 
John P. Heiser had breached a con- 
ract entered into between Heiser and 
A. Milner, one of the partners com- 
posing the respondent, whereby Milner 
was given the exclusive right to sell 
the lots in said blocks 1 and 2; and 
that the mains in said blocks now are 
ihe property of said Milner and not 
of the respondent, and were construct- 
ed by said Milner in reliance upon 
aid contract. That contract is col- 
ateral to any part of this proceeding. 
The respondent is not a party to that 
tontract. It does not, in any way, re- 
hte to or affect the public utility ob- 
ligations of respondent. 


The facts, as shown by respondent’s 
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pleadings and offer of proof, are close- 
ly analogous to those in the case of 
Haugen v. Albina Light & Water Co. 
(1891) 21 Or 411, 28 Pac 244, 14 
LRA 424. That was an action in 
mandamus to compel a utility to fur- 
nish water to customers within the 
area authorized to be served by it. 
The utility defended upon the ground 
that parties by the name of Hughes 
and Prescott were the owners of the 
subdivision in which service was de- 
manded ; that an agreement had been 
entered into between said owners and 
the utility for the purpose of supply- 
ing water to said subdivision; that, 
although the pipe was laid by the util- 
ity, it was paid for by Hughes and 
Prescott and was under their absolute 
control; that the utility had no right 
to tap the same except with the con- 
sent of the owners and upon payment 
of the cost of laying same. A demur- 
rer to that defense was sustained and 
the writ was made peremptory. The 
decision of the lower court was af- 
firmed. The city had granted the 
utility the right to lay water mains 
in the streets for the purpose of carry- 
ing out the purposes for which the 
utility was incorporated. The utility 
was incorporated for the purpose of 
supplying water to the city and its 
inhabitants. It could not operate in 
the city without a franchise. By ac- 
cepting that franchise, it assumed the 
duty of supplying the public with the 
commodity which it was organized to 
supply to all persons without discrim- 
ination. The court cited an excerpt 
from the decision of Shaw, CJ., in 
Lumbard v. Stearns (1849) 4 Cush 
(58 Mass) 60, 61, to the effect that 
a utility cannot furnish water to some 
houses and lots and refuse to supply 
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others, thus giving a value to some 
and not to others, and that such a pro- 
cedure would be a plain abuse of its 
franchise. The court decided that, 
while it was true that the main was 
laid in front of the plaintiff’s property 
for the exclusive benefit of Hughes 
and Prescott to induce purchasers to 
buy land from them for homes instead 
of from others, still, the utility must 
serve all alike. Consequently, the con- 
tract between the utility and Hughes 
and Prescott was held not to relieve 
the utility from its obligations to sup- 
ply water, on reasonable terms, to all 
persons living along such street who 
may apply for it. Applying the 
principles of that case to the instant 
case, the duty which respondent owes 
to the public cannot be absolved by 
reference to a contract entered into 
by one of the partners composing re- 
spondent and a third person or by the 


fact that respondent does not own the 


mains. The facts that the main is 
owned by another and was laid in 
block 2 pursuant to the contract be- 
tween Milner and Heiser, and that 
Heiser had breached his contract, are 
in no way relevant or material to the 
question of whether or not respondent 
shall be required to fulfil its duties 
as a public utility. 

Our supreme court, in Seaton 
Mountain Electric Light, Heat & P. 
Co. v. Idaho Springs Inv. Co. supra, 
held that a utility cannot refuse to ren- 
der service which it is authorized to 
furnish because of some collateral mat- 
ter not related to that service. In that 
case, the Seaton Company had ob- 
tained a franchise to furnish electric 
current and steam or water heat in 
the town of Idaho Springs. It sought 
to impose a condition that it would 
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not furnish steam heat unless the cus 
tomer also purchased electricity fro 
it. 

In Ten Broek v. Miller, 240 Mi 
667, PUR1928B 369, 216 NW 385 
55 ALR 768, the proprietor of a sum 
mer resort, who also was a water util 
ity, refused to furnish water to a cus 
tomer unless he complied with a rulg 
requiring lot owners to provide septit 
tanks for the disposal of sewage. The 
court held that the installing of a septig 
tank was purely a collateral matte 
and had no relation to the duty of thé 
utility to furnish water. 

The fact that said contract is th 
subject of court proceedings to de 
termine the rights of both Heiser and 
Milner thereunder does not, in an 
way, affect or alter the duties of thé 
respondent, who is not a party to said 
court proceedings, to serve the publi 
in the area covered by its certificate. 

The evidence shows that responden 
is now serving customers in block | 
Apparently, those customers 
chased their lots from Milner. 
allegation that respondent would no 
serve those who purchased lots i 
block 2 from Heiser indicates strong 
ly that it will serve any purchaser i 
block 2 if the purchase was made fro 
Milner. This constitutes a discrimi 
nation which is prohibited by law 
(Section 19, Chap 137, 1935 Cold 
Stat Anno. ) 

The respondent attempted to sho 
that the applicants had not employed 
Carle Whitehead to bring and pros 
ecute this proceeding for them, and 
that the applicants had not paid said 
Whitehead. Respondent attempted t 
show that Whitehead was being paid 
by John P. Heiser, and that said 
Heiser and his salesman, Mr. Ruth 
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n, suggested to applicants that they 
¢ an application with the Commis- 
ion. It does not seem important 
hether Mr. Whitehead was employed 
, paid by the applicants or by Mr. 
Heiser, or why applicants sought re- 
{ from the Commission. The ap- 
ication was prepared by Mr. White- 
ad, but it was signed by the ap- 
icants named in the caption and the 
tree other applicants, Snead, Henson, 
nd Ace were permitted to become ap- 
icants. Many of the applicants tes- 
fied at the hearing. If the applicants 


re entitled to relief, it is immaterial 
ho employed Mr. Whitehead or who 
paying him, or who or what induced 
pplicants to come to this Commission 


The Commission finds: The Com- 
ission Ras jurisdiction of this pro- 
eding and has jurisdiction to grant 
ie relief prayed for by the applicants. 
The respondent, a partnership, do- 
w business as “North Federal Water 
stem,” is a public utility and is the 

er and holder of a certificate of 
ublic convenience and necessity au- 
brizing it to operate a system for 
tributing and supplying water for 
mestic purposes in that territory in 
dams county, Colorado, known as 
orth Federal Hills subdivision, 
orth Lawn Gardens _ subdivision, 
orth Lowell Heights subdivision, 
id blocks 1 and 2 in Hillsborough 
bdivision. The respondent is ob- 
fated, under said certificate, to fur- 
th water for domestic purposes to 
the inhabitants of and owners of 
operty in the territory covered by 

certificate, including those in 
ks 1 and 2 Hillsborough subdivi- 

, who desire the service respondent 
hders and who comply, with the 
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reasonable rules and regulations of the 
respondent. 

Each of the applicants has pur- 
chased and is in possession of lots in 
block 2 of said Hillsborough subdivi- 
sion, and some of said applicants have 
erected or are now erecting residences 
on said lots. Some of said applicants 
have made applications to the respond- 
ent for leave to make connections with 
the respondent’s water mains and to 
be furnished water there through by 
the respondent. The respondent has 
refused to permit such connections to 
be made or to furnish water to said 
applicants. The respondent has spe- 
cifically stated that it will not permit 
such connections and will not furnish 
water to the purchasers of lots in 
blocks 1 and 2, Hillsborough, who 
purchased their lots from John P. 
Heiser or A. L. Ruthven. 

A main has been constructed in said 
blocks 1 and 2, and such construction 
was for the purpose of supplying wa- 
ter to the various lots in said blocks. 
The mains in said blocks 1 and 2 were 
constructed and are owned by A. Mil- 
ner, one of the partners of the re- 
spondent. At the time of the filing of 
Application No. 6562 by respondent, 
that situation existed, but the respond- 
ent, notwithstanding, sought for and 
was granted a certificate of public con- 
venience and necessity, authorizing 
the supplying of water to the owners 
of lots in said blocks 1 and 2, Hills- 
borough. 

Based upon the findings in Decision 
No. 22124, the respondent is now 
serving approximately one hundred 
customers, and the system is capable 
of serving approximately one hundred 
more customers. As found in Deci- 
sion No. 24923, the service now being 
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rendered by respondent is inadequate 
and insufficient to adequately fulfil the 
public convenience and necessity of 
those whom respondent is required to 
serve, and respondent is required to 
seek the cause or causes of any such in- 
adequacy of service and to remedy the 
same within a reasonable time. The 
respondent, in this proceeding, did not 
attempt to show that there was any in- 
adequate supply of water, and for that 
reason could not serve the applicants. 
The respondent did not attempt to de- 
fend this action upon that ground and, 
consequently, the only findings that 
can be made herein are that the sup- 
ply of water is adequate, or that, if 
inadequate, it is the respondent’s duty 
to remedy the inadequacy. 

The position of the respondent that 
no service would be furnished to pur- 
chasers of lots in blocks 1 and 2 who 
did not purchase such lots from Mil- 
ner, respondent’s manager, cannot be 
sustained and cannot absolve the re- 
spondent from the performance of its 
duties as a public utility under the law. 

The respondent, prior to the filing 
of Application No. 6562 for a certifi- 
cate of public convenience and neces- 
sity to operate a water system in the 
territory described in its application 
and in the decision granting the cer- 
tificate, furnished water to customers 
in said territory without having on file 
with this Commission any tariffs or 
schedules of rates, charges, rules, and 
regulations, as required by law. Sub- 
sequent to the granting of said certifi- 
cate of public convenience and neces- 
sity, the respondent filed tariffs or 
schedules, rates, charges, rules, and 
regulations to govern its operations in 
said territory. Those tariffs were 
suspended by the Commission and are 
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suspended at the present time. It j 
the duty of a public utility to have og 
file at all times its tariffs or schedule 
of rates, charges, rules, and reguls 
tions, but, in the event such tariffs o 
schedules are not on file, the utili 

cannot urge that fact in order to escap 
its duty to serve the public. In thi 
connection, respondent is furnishing 
water service to customers in the por 
tions of its territory other than blo 

2, Hillsborough, notwithstanding th 
fact that its proposed tariffs or sched 
ules of rates, charges, rules, and reg 
ulations have been and are now su 
pended. The refusal of the respond 
ent to furnish service to block 2, Hills 
borough, constitutes a discriminatio 
and is in violation of law. 

The allegations of the third defen 
interposed by respondent are insuf 
ficient, and do not constitute a defens 
to a proceeding to require the respond 
ent to perform its duties as a publi 
utility. The contract between John 
Heiser and A. Milner, and the cour 
proceedings involving the same, a 
collateral to the questions here unde 
consideration. Therefore, evidenc 
relative thereto was properly exclud 
ed, and the objection to respondent 
offer of proof was properly sustained 

In view of the fact that, in this pro 
ceeding, the only question is whethe 
or not the respondent is required t 
permit connections to be made wi 
the water mains in blocks 1 and 4 
Hillsborough, and thereafter to fut 
nish water to the customers thereif 
and that the question of the reaso 
ableness of respondent’s rates is i 
volved in the rate proceeding, this pra 
ceeding should not be held open un 
the final determination of the rate pr4 
ceeding, for the reason that, if the r 
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sondent is not required to furnish 
water service in blocks 1 and 2, Hills- 
borough, such schedules and rates are 
hot material, and, on the other hand, 
ifthe respondent is required to furnish 
wch service, it will have to furnish 
wich service at the lawful rates as de- 
ermined by the Commission. 
Whether or not Mr. Carle White- 
head was employed by the applicants 
r has been paid by them is immaterial 
in this proceeding. He prepared the 
pplication and the applicants signed 
he same. Therefore, the applicants 
re properly before the Commission. 
The respondent is a public utility 
nd is obligated to furnish water for 
fomestic purposes to all the inhabi- 
ants of and owners of property in the 
erritory covered by its certificate, in- 
luding blocks 1 and 2, Hillsborough, 
hho desire the service it renders and 
rho comply with the reasonable rules 
ind regulations of respondent. 

The applicants are entitled to the re- 
ef prayed for in their application. 


ORDER 


It is ordered by the Commission: 
hat the applicants named in the cap- 


tion hereof have the right to, and here- 
by are authorized to, have connections 
made between their premises and the 
water mains in the alley in block 2, 
Hillsborough subdivision, Adams 
county, Colorado; and the respondent 
is ordered and directed to make such 
connections between the premises of 
the applicants and the water main lo- 
cated in the alley of said block 2 in said 
Hillsborough subdivision upon said 
applicants’ complying with the reason- 
able rules and regulations of the re- 
spondent; and the respondent shall 
thereafter furnish water for domestic 
purposes to said applicants in accord- 
ance with respondent’s duties and ob- 
ligations as a public utility. 

That the respondent shall, within 
ten days from and after application 
therefor shall be made to it, connect 
its water system with the premises of 
other owners or purchasers of proper- 
ty within the territory described in 
its certificate upon said owners or 
purchasers’ complying with the rea- 
sonable rules and regulations of 
respondent, and_ shall thereafter 
furnish water to said premises for 
domestic purposes. 
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Re Northern States Power Company 


File No. 68-41, Release No. 6244 
November 30, 1945 


ETITION by holding company for rehearing on order permit- 
P ting declaration of preferred stockholders’ committee (re- 
garding solicitation of authorizations) to become effective and 
request by committee for list of stockholders; rehearing denied, 
examination of list of stockholders ordered, and company or- 

dered to furnish list to committee. 


Intercorporate relations, § 19.8 — Holding company simplification — Procedure — 
Hearing on stockholders’ solicitation. 


1. A holding company involved in simplification proceedings under the 
Holding Company Act is not denied due process of law in not being per- 
mitted to file briefs and present oral argument on the question whether a 
declaration with respect to solicitation of authorizations for committee 
representation of stockholders should be permitted to become effective, since 
in so far as the proceeding relates to this question the holding company 
is not a necessary party; and in any event due process is not denied where 
the holding company has been granted leave to be heard to the extent of 
introducing evidence and cross-examining witnesses and, on a petition for 
rehearing, has been afforded full opportunity to present its views, p. 110. 


Corporations, § 18.1 — Representation of stockholders — Solicitation of authori- 
zations. 

2. Solicitation of authorizations by a committee of stockholders, in sim- 
plification proceedings under the Holding Company Act, is for a proper 
purpose when, as required by the Securities and Exchange Commission, 
the right to represent stockholders in elections is eliminated and a filed 
declaration regarding solicitation provides for representation of preferred 
stockholders in all actions and proceedings relating to the preferred stock 
in any court or before any agency or body, p. 110. 





Corporations, § 18.2 — Examination of list of stockholders — Holding Company 
Act. 
3. A list of stockholders is a “record” within the meaning of § 15(g) of 
the Holding Company Act, 15 USCA § 790(g), which requires holding 
companies to submit accounts, cross-accounting procedures, correspondence, 
memoranda, papers, books, and other records to examination as the Com- 
mission deems necessary or appropriate, p. 112. 


Corporations, § 18.2 — Examination of list of stockholders — Committee. 
4. Examination of a list of preferred stockholders of a holding company 
by a preferred stockholders’ committee for the purpose of solicitation of 
authorizations, in simplification proceedings under the Holding Company 
Act, is appropriate in the public interest, p. 112. 


62 PUR(NS) 108 


Cort 


Cor] 





RE NORTHERN STATES POWER CO. 


Corporations, § 18.2 — List of stockholders — Duty to furnish to committee. 
5. A holding company involved in simplification proceedings under the 
Holding Company Act may appropriately be required to furnish to a com- 
mittee representing preferred stockholders, for its possession and use, a 
complete and up-to-date list of preferred stockholders, although it would 
not be appropriate to require the company to mail the committee’s material 
upon the payment of the expenses thereof, p. 113. 


Corporations, § 5 — Powers of Commission — Furnishing list of stockholders. 
6. The Securities and Exchange Commission has power to order a hold- 
ing company, in simplification proceedings under the Holding Company 
Act, to furnish a list of stockholders to a committee seeking to represent 
stockholders respecting a plan of compliance with § 11 of the Holding 
Company Act, 15 USCA § 79k; the Commission has power to see to it that 
any security holder is provided with a stockholders list—not merely for 
inspection but for actual possession, p. 113. 


¥ 


APPEARANCES: G. W. Townsend 
for Preferred Stockholders’ Commit- 
tee, 6 per cent and 7 per cent preferred 
stock, Northern States Power Com- 
pany (Delaware); A. Louis ‘Flynn 
and A. William Groth for Northern 
States Power Company (Delaware) ; 
G. Aaron Youngquist for Northern 


States Power Company (Minnesota) ; 
B. S. Basson for certain Class A 
stockholders; John W. Christensen 
and William L. Fox for the Public 
Utilities Division of the Commission. 


By the Commission: H. M. Fos- 
ter, chairman, and V. E. Mikkelson, 
secretary-treasurer, of a committee 
representing certain holders of the 6 
per cent and 7 per cent preferred stock 
of Northern States Power Company 
(Delaware), a registered holding 
company, have filed a declaration, pe- 
tition, and application pursuant to 
Rule U-62 under the Public Utility 
Holding Company Act of 1935 (the 
Act). The filing relates to a pro- 
posed solicitation of authorizations for 
further representation of the 6 per cent 
and 7 per cent preferred stockholders 


of Delaware in all actions, proceed- 
ings, and elections relating to such 
preferred stock in any court or before 
any agency or body. It is requested 
also that the Commission issue an or- 
der requiring Delaware to furnish a 
list of its preferred stockholders, or to 
make such a list available to the com- 
mittee for use in connection with its 
proposed solicitation. 


A hearing was held, after appropri- 
ate notice, at which Delaware and its 
subsidiary, Northern States Power 
Company (Minnesota)* participated. 
Thereafter the Commission issued 
a notice and order® (a) permitting the 
amended declaration of the committee 
to become effective in so far as it re- 


. lated to the solicitation of authoriza- 


tions if the form of authorization in 
the soliciting material were amended 
to eliminate therefrom the provision 
for authorization with respect to elec- 
tions, and (b) ordering that oral ar- 
gument be held and permitting the fil- 
ing of briefs on the question whether 
we should require Delaware to make 
available to the committee a list of its 





1 Hereinafter referred to as Delaware. 
® Hereinafter referred to as Minnesota. 
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8 Holding Company Act Release No. 6170, 
Oct. 29, 1945. 
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preferred stockholders.* Subsequent- 
ly Delaware and Minnesota filed a pe- 
tition for rehearing with respect to 
that part of the order permitting the 
committee’s declaration to become ef- 
fective if the stated condition were met 
and oral argument on this petition was 
heard together with the argument 
with respect to the stockholders list. 


1. The Background of the Declara- 
tion, 

The committee was formed in June, 
1944, for the purpose of opposing the 
amended plan for the dissolution of 
Delaware which had been filed with us 
pursuant to § 1l(e) of the act, 15 
USCA § 79k(e).5 In July, 1944, the 
committee filed with us a declaration 
regarding the solicitation of authori- 
zations to represent the preferred 
stockholders of Delaware before this 
Commission and the courts. This 
declaration, as amended, was permit- 


ted to become effective and, pursuant 
to the authorizations received, the 
committee appeared and participated 


in the proceedings on the plan. We 
issued our findings and opinion with 
respect to the plan on April 26, 1945,° 
and in our order of October 31, 1945,’ 
we approved the plan as amended and 
directed the Public Utilities Division 
to make application to the appropriate 
United States district court on be- 
half of the Commission, pursuant to 
§ 11(e) of the act, to enforce the pro- 
visions of the plan. The primary pur- 


pose of the solicitation regarding 
which the present amended declara- 
tion has been filed is to secure author- 
izations to represent the preferred 
stockholders of Delaware before the 
United States district court to which 
application is made, in opposition to 
such application for enforcement of 
the plan approved by us.* At present 
the committee represents about 400 
out of approximately 63,000 preferred 
stockholders of Delaware. 


2. The Petition for Rehearing. 

[1,2] In their petition for rehear- 
ing on the question whether the com- 
mittee’s declaration should be permit- 
ted to become effective Delaware and 
Minnesota have proffered no new evi- 
dence but set forth as grounds for 
their petition a number of objections 
to our order of October 29, 1945, re- 
ferred to above, the more important 
of which will be discussed herein. 

Petitioners allege that they have 
been denied due process of law in not 
being permitted to file briefs and pre- 
sent oral argument on the question 
whether the declaration with respect 
to solicitation of authorizations should 
be permitted to become effective. In 
so tar as the proceeding related to this 
question, petitioners were not neces- 
sary parties. Since we were not sat- 
isfied that the companies had any in- 
terests which would be inadequately 
represented if they did not intervene, 
petitioners were not permitted to in- 





*The order noticing the matter for argu- 
ment mentioned only the issue whether the 
list should be furnished for inspection. How- 
ever the relief requested and argued for be- 
fore us included a request that the company 
furnish its facilities for addressing the solici- 
tations of the committee to the stockholders 
or supply it with a copy of a list of stock- 
holders. 

5Re Northern States Power Co. (Dela- 
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ware) (File Nos. 54-54, et al.) March 31, 
1944. 


6€Re Northern States Power Co. (Dela- 
ware) (1945) Holding Company Act Release 
No. 5745. 

7 Holding Company Act Release No. 6173. 

8 The committee also intends to take “all 
necessary steps” to secure the election of a 
new board of directors for Delaware and to 
represent the preferred stockholders in certain 
derivative actions. 
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tervene, but were granted leave to be 
heard, to the extent of introducing evi- 
dence and cross-examining witnesses. 
The parties to the declaration proceed- 
ing waived the filing of briefs and the 
presentation of oral argument, and we 
did not grant the request of petitioners 
for such briefs and argument. We do 
not think that they have been denied 
due process. In any event the enter- 
tainment of the present petition and 
the oral argument thereon have af- 
forded them full opportunity to ex- 
press their views. 

Our staff has urged that Delaware 
and Minnesota have no standing, in 
the limited proceeding relating to the 
committee’s declaration, to raise any 
objections as to the propriety of the 
declaration or of the committee’s con- 
duct. We concluded that we would 
hear the companies’ views when we 
afforded them limited participation, 


and, because they have appeared and 
participated we have decided to state 
our views on the -issues they have 


raised. However, to the extent that 
the staff is claiming that the compa- 
nies’ views are to be taken only as ad- 
visory on this limited issue, we believe 
the staff’s position to be correct. 

Delaware has introduced testimony 
to show that the committee, in connec- 
tion with its past declaration, solicited 
representation and made oral state- 
ments beyond the scope of its solicita- 
tion material. Petitioners allege that 
a number of these statements were 
false and misleading and that the con- 
duct of the committee demonstrates 
that it is not a fit group to solicit 
stockholders. 

The record indicates that past so- 


licitations of stockholders whose names 
and addresses were known to the com- 
mittee were in strict accordance with 
the declaration of the committee and 
made in a proper manner. However, 
Delaware had refused a request of the 
committee to have access to a list of 
stockholders and committee represent- 
atives appeared at public meetings in 
order to contact stockholders who 
could not be reached by mail. 

The solicitations complained of 
were made orally at these meetings. 
We have heard the evidence as to 
these statements and, while statements 
were made beyond the scope of the 
material filed, we do not believe that 
the remarks, made orally in the heat 
of argument, were seriously prejudi- 
cial. In view of the circumstances, 
we are not persuaded that the acts 
complained of are of such a nature as 
to establish that the committee is 
not a fit group to be permitted to make 
further solicitation. 

Petitioners allege that the letter to 
stockholders included in the solicita- 
tion material to be distributed pursu- 
ant to the present declaration is mis- 
leading in that it attempts to create 
the impression, by a comparison of the 
par value of the preferred stock of 
Delaware with the stated capital of 
the common stock of Minnesota which 
is to be issued in place thereof, that 
the plan would result in the diminu- 
tion of the value of the preferred stock. 
We cannot agree. The paragraph 
containing the statement complained 
of is a brief and accurate description 
of the provisions of the plan as then 
constituted and as a whole the letter 
is unexceptionable.® Petitioners also 





® Subsequently the plan was amended to 
reduce stated capital of the Minnesota com- 
mon in order to create a larger reserve to 
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provide for reductions in carrying value of 
properties. 
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complain of certain minor misstate- 
ments and deficiencies in the declara- 
tion which we do not consider of suffi- 
cient consequence to warrant recon- 
sideration of our order permitting the 
declaration to become effective. 

Petitioners allege that the provi- 
sion of our order permitting the com- 
mittee’s declaration to become effec- 
tive upon the filing of an amendment 
eliminating from the form of author- 
ization the provision contained therein 
for authorizations with respect to elec- 
tions is ambiguous and _ indefinite. 
The form of authorization contains 
but a single provision with reference 
to elections. We think it clear that 
it is this provision which is to be 
eliminated. In so far as the letter to 
stockholders refers to the intention 
of the committee to secure the election 
of a new board of directors for Dela- 
ware it is unexceptionable as a state- 
ment of the action the committee pro- 
poses to take in representing the 
stockholders. 

Finally, petitioners contend that the 
purpose for which permission to so- 
licit is requested is improper. We 
have required that the provision in 
the form of authorization giving the 
committee the right to represent 
stockholders in elections be eliminated 
before the declaration will be permit- 
ted to become effective since no notice 
of any election has been given. In 
other respects the declaration provides 
for the solicitation of authorizations 
to represent the preferred stockhold- 
ers of Delaware in all actions and pro- 
ceedings relating to the preferred 
stock “in any court or before any 
agency or body.” We see nothing 
improper in the purpose of the solici- 
tation. 

62 PUR(NS) 


The petition states no grounds for 
a rehearing and we cannot agree with 
any of the objections therein to the 
The petition 


validity of our order. 
will be denied. 


3. The Right to Examination of a 

List of Stockholders. 

[3, 4] Section 15(g) of the act, 
15 USCA § 790(g), provides in part: 

“(g) It shall be the duty of every 
registered holding company 
to submit the accaunts, cost-account- 
ing procedures, correspondence, mem- 
oranda, papers, books, and other rec- 
ords of such holding company 
to such examinations, in person or by 
duly appointed attorney, by the holder 
of any security of such holding com- 
pany as the Commission 
deems necessary or appropriate in the 
public interest or for the protection 
of investors or consumers.” 
Delaware and Minnesota contend 
that a list of stockholders is not a 
“record” within the meaning of this 
section. We cannot agree. The lan- 
guage, “accounts, cost-accounting 
procedures, correspondence, memo- 
randa, papers, books, and other rec- 
ords,” is all-inclusive. 

The committee seeks to examine a 
list of the preferred stockholders of 
Delaware in order that it may solicit 
authorizations from those stockhold- 
ers whose names and addresses are 
unknown to it. The solicitation ma- 
terial has been examined by us and 
found to be proper. We think that it 
is clearly in the interest of the pre- 
ferred stockholders of Delaware that 
they be apprised of the existence and 
aims of the committee and that they 
be afforded the opportunity to be rep- 
resented by it if they so wish. We 
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conclude that it is appropriate in the 
public interest and for the protection 
of investors to permit the committee 
to inspect the stockholders list.” 

[5,6] As we have noted there are 
about 63,000 preferred stockholders 
of Delaware. The committee has 
pointed out that it does not have the 
facilities for copying out so large a 
list without incurring great expense, 
and it is stated that the company has 
available to it mechanical means and 
facilities for cheaply and efficiently ad- 
dressing its large list of stockholders. 
Although the committee’s petition 
does not ask for an order requiring 
the company to use its facilities to 
mail out the committee’s solicitation 
material, that request was made in 
the committee’s brief and in oral ar- 
gument before us as an alternative to 
the request that the committee be fur- 
nished a list of the preferred stock- 
holders. While the company manage- 
ment might, in voluntary cooperation 
with the committee, mail the commit- 
tee’s material upon the payment of the 
expenses thereof, we do not think it 
appropriate to impose such a require- 
ment on the company. However, we 
think it clear from the record that it 
would be appropriate to require the 
company to furnish to the committee 
for its possession and use a complete 
and up-to-date list of preferred stock- 
holders. We believe that we have the 
power to grant such relief as a condi- 
tion of the withholding of our use of 
our own process to make the list avail- 
able to the committee. 

When the provisions of the act are 
read together it is clear that, if it is in 


the public interest or appropriate for 
the protection of investors to do so, we 
have the power to see to it that any 
security holder is provided with a 
stockholders list—not merely for in- 
spection but for actual possession. 

(a) Section 14, 15 USCA § 79n, 
provides in part: 

“Every registered holding compa- 
ny .. . Shall file with the Commis- 
sion such annual, quarterly, and other 
periodic and special reports, [and] 
the answers to such specific questions 
‘ as the Commission may by 
rules and regulations or order pre- 
scribe as necessary or appropriate in 
the public interest or for the protec- 
tion of investors or consumers.” 

If the statutory standards set forth 
in this section are satisfied we may re- 
quire any registered holding company 
to submit to us any information we 
require—including a list of its stock- 
holders. 

(b) Pursuant to § 22(a), 15 US 
CA § 79v(a), we may make available 
to the public and furnish “to any per- 
son at such reasonable charge and un- 
der such reasonable limitations” as we 
may prescribe, the information con- 
tained in any document filed with us. 
We are not empowered to reveal trade 
secrets Or processes and any person 
filing the document may make writ- 
ten objection to its disclosure. 

If we were specifically called on to 
exercise our powers under §§ 14 and 
22(a) to make available a list of pre- 
ferred stockholders to the committee 
on the basis of the set of facts present- 
ly before us, we would find the stat- 
utory standards completely satisfied. 





10 The committee has indicated that the list 
maintained by Delaware’s transfer agent is 
more up-to-date than that available at the 
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company’s Delaware office. The intention of 
the Commission herein is to permit inspec- 
tion of both lists or either list. 
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We have already decided that, pursu- 
ant to §§ 15(g) and 20(a), 15 USCA 
§§ 790(g), 79t(a), the company 
should be required to permit the com- 
mittee to inspect the stockholders list. 
The very same considerations of poli- 
cy underlying that decision would re- 
quire us to find the statutory stand- 
ards of §§ 14 and 22(a) fully met. Of 
course, we do not agree with the con- 
tention of the committee that the plan 
is unfair—in our role as advocates 
before the district court we shall resist 
whatever contention the committee 
makes which, in our judgment, is not 
tenable. Nevertheless, we think it is 
appropriate in the public interest and 
for the protection of investors that a 
security holders’ committee seeking 
to represent a class of securities be- 
fore this Commission or a court 
should have the same access to a 
stockholders list as the management 
has in its capacity as sponsor of the 
plan. 

We need not, however, resort to 
our powers under §§ 14 and 22 un- 
less, by the company’s failure to act, 
we are required to do so. We shall 
require the company to deliver into 
the possession of the committee an 
up-to-date list of preferred stockhold- 
ers as a condition of the withholding 
of our use of our statutory power to 
require a filing of the list with us and 
to furnish a copy of the list to the 
committee. 

Should the company, upon payment 
of reasonable expenses, accede to the 
request of the committee to provide it 
with the possession of an up-to-date 
list of preferred stockholders, we 
would have no occasion to resort to 
the use of our powers under §§ 14 and 
22(a). 
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An appropriate order will issue. 
ORDER 


H. M. Foster, chairman, and V. E. 
Mikkelson, secretary-treasurer, of a 
committee representing certain 6 per 
cent and 7 per cent preferred stock- 
holders of Northern States Power 
Company (Delaware), a registered 
holding company, having filed a dec- 
laration and application regarding the 
solicitation of authorizations for the 
further representation of 6 per cent 
and 7 per cent preferred stockholders 
of said company and requesting the 
Commission to issue an order requir- 
ing Northern States Power Company 
(Delaware) to furnish a list of pre- 
ferred stockholders, or to make such 
a list available to said committee for 
use in connection with its proposed 
solicitation ; 

A public hearing having been held 
with respect to said declaration and 
application after appropriate notice; 
oral argument having been heard 
with respect to the request for a list 
of preferred stockholders; Northern 
States Power Company (Delaware) 
and its subsidiary, Northern States 
Power Company (Minnesota), hav- 
ing participated in the proceedings 
herein ; 

The Commission, in its order of Oc- 
tober 29, 1945, herein, having permit- 
ted said declaration of the committee, 
in so far as it relates to the solicitation 
of authorizations, to become effective 
subject to certain conditions stated 
therein; Northern States Power Com- 
pany (Delaware) and Northern 
States Power Company (Minnesota) 
having filed a petition for rehearing 
on the issues determined in said or- 
der ; and 
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The Commission having this day is- 
sued its findings and opinion herein, 
on the basis thereof; 

It is ordered that the said petition 
for rehearing be, and it is hereby, de- 
nied ; and 

It is further ordered that Northern 
States Power Company (Delaware) 
permit the said committee or its repre- 


sentatives to inspect the most up-to- 
date list of preferred stockholders of 
said company in the possession of said 
company or subject to its control and, 
at the request of said committee, upon 
the payment or tender of the expenses 
of so doing to furnish to the said com- 
mittee a copy of the said stockholders 
list. 
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Re Texas Utilities Company et al. 


File No. 70-1196, Release No. 6373 
January 17, 1946 


—— by holding company for authority to acquire 
A stock of affiliated transportation company which is to be 
sold at competitive bidding; denied. 


Consolidation, merger, and sale, § 33 — Property acquisition under Holding Com- 
pany Act. 
1. Any property whose disposition would be required under § 11(b) (1) 
of the Holding Company Act, 15 USCA § 79k(b) (1), may not be acquired 
under the standards of § 10 of the act, 15 USCA § 79}, p. 117. 


Consolidation, merger, and sale, § 33 — Acquisition by holding company — Trans- 
portation property — Relationship to electric subsidiary. 
2. An application by a subholding company for authority to acquire the 
stock of an affiliated transportation company operating in a city where an 
electric subsidiary of the applicant supplies power to the transportation com- 
pany should be denied where there is no substantial operating relationship be- 
tween the transportation and electric companies, the companies maintain sep- 
arate offices in separate buildings, recapture clauses in their franchises do not 
prevent separate sales of the properties, and the transportation company does 
not contemplate any difficulty in financing its present or foreseeable future 
neéds, since such acquisition would not be in accord with the standards of 
§ 10(b) (3) and 10(c)(1) of the Holding Company Act, 15 USCA § 79j 
(b) (3), (c) (1), p. 117. 
Consolidation, merger, and sale, § 33 — Acquisition by holding company — Effect 
of potential exemption. 
3. The fact that a subholding company may, after its divestment by its 
parent, qualify for exemption under § 3(a(1) of the Holding Company Act, 
15 USCA § 79c(a)(1), does not warrant approval of its application for 
authority to acquire common stock of an affiliated transportation company 
operating in the same city as an electric subsidiary of the applicant, where 
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under present conditions such acquisition does not meet the requirements of 
§ 10 of the Holding Company Act, 15 USCA § 79}, p. 120. 


(Hearty and Carrrey, Commissioners, dissent.) 


APPEARANCES: F. G. Coates of 
Baker, Botts, Andrews and Wharton 
and A. J. G. Priest, for Texas 
Utilities Company and American 
Power & Light Company; A. J. 
Thuss, for the city of Dallas; Sidney 
Cashman, for Percival E. Jackson, 
a stockholder of Electric Power & 
Light Corporation ; Charles F. Dugan 
of White & Case for the successful 
purchaser of the common stock of 
Dallas Railway & Terminal Com- 
pany; Emanuel J. Freiberg and Rob- 
ert E. Duffy, for the Public Utilities 
Division of the Commission. 


By the Commission: Texas Utili- 
ties Company (“Texas Utilities”), a 
wholly owned registered holding com- 
pany subsidiary of American Power & 
Light Company (“American”),’ also 
a registered holding company, seeks 
authority to qualify as a bidder for the 
common stock of Dallas Railway & 
Terminal Company (“Dallas Rail- 
way’), a nonutility subsidiary of 
Electric Power & Light Corporation 
(“Electric’”’),? which will be offered 
for sale at competitive bidding in ac- 
cordance with the procedure set forth 
in Rule U-50 (b).* 

In the event Texas Utilities should 
be qualified as a bidder and should be 
the successful bidder for the common 


stock of Dallas Railway, Texas Utili- 
ties proposes to issue and seli at pri- 
vate sale its promissory notes, with 
maturities of not more than nine 
months, in a sufficient aggregate prin- 
cipal amount to enable it, with the pro- 
ceeds of such sale, to purchase the 
common stock of Dallas Railway. 

After appropriate notice, public 
hearings were held with respect to 
these proposed transactions. The city 
of Dallas, Texas, intervened as a 
party to the proceedings and was repre- 
sented at the hearings by its mayor 
pro tem, its acting city attorney, and 
by a representative Of its office of su- 
pervisor of public utilities. Written 
objections of a large group of employ- 
ees of Dallas Railway were filed and 
made part of the record of action here- 
in. Having examined the record, we 
make the following findings: 


Description of Companies Involved 
Texas Utilities is exclusively a hold- 


ing company. Its subsidiaries, Texas 
Power & Light Company, Texas Elec- 
tric ‘Service Company, and Dallas 
Power & Light Company are engaged 
in the generation, transmission, distri- 
bution, and sale of electric energy in 
the state of Texas. The operations 
of these companies were fully described 
in our opinion of October 25, 1945, 





1 American is a subsidiary of Electric Bond 
& Share Company, a registered holding 
company. By order dated August 22, 1942, 

Commission ordered American to dissolve. 
See Re Electric Bond & Share Co. 11 SEC 
1146, 46 PUR(NS) 321, aff'd (1944) 141 
F2d 606; cert. nted (1945) 325 US 846, 
89 L ed 1968, Ct 1400. 

2Electric is a subsidiary of Electric Bond 
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& Share Company. Electric, like American, 
has been ordered to dissolve. See footnote 1. 
8 Re Electric Power & Light Corp. (Janu- 
ary 10, 1946) Holding Company Act Release 
No. 6363. 
*Re American Power & Light Co. (Octo- 
oe 2 24, i). Holding Company Act Release 
° 
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in which we found that the electric 
utility properties of these companies 
constituted an integrated public utility 
system within the meaning of § 2 (a) 
(29) (A) of the act, 15 USCA § 79b 
(a) (29) (A). 

Of the system companies, Dallas 
Power & Light Company (“Dallas 
Power’) is the only one which has 
any dealings with Dallas Railway.’ 
The service area of Dallas Power is 
confined to the city of Dallas and en- 
virons. It supplies substantially all of 
the electric energy requirements of 
Dallas Railway at rates and under 
terms and conditions approved by the 
regulatory authority of the city of Dal- 
las. Reported gross operating reve- 
nues of Dallas Power for the twelve 
months ended October 31, 1945, were 
$9,734,505. During this same period 
power purchased by Dallas Railways 
amounted to $116,996. 

Dallas Railway, a Texas corpora- 
tion, operating under an indeterminate 
franchise from the city of Dallas, sup- 
plies electric street railway and motor 
coach service in that city and several 
adjoining suburban towns and dis- 
tricts. In addition, it operates a 
terminal station and office building 
in the city of Dallas, occupying a part 
of such building and renting out of 
the remainder. Its gross plant account 
per books as of October 31, 1945, was 
stated at $13,728,829 and its net plant 
was $11,431,680. Reported gross 
operating revenues for the twelve 
months ended October 31, 1945, were 
$6,633,052, of which 55 per cent was 
derived from street railway service, 
42 per cent from motor coach service, 





5 Except that Texas Power & Light Com- 
pany leases office space in a terminal station 
and office building owned by Dallas Railway. 
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and 3 per cent from rentals. The rail- 
way property includes 107 miles of 
equivalent single track and 252 street 
cars, and the bus property includes 256 
motor busses which travel 135 miles 
of bus routes. During the twelve 
months ended October 31, 1945, the 
streetcar system carried 72,216,783 
passengers and operated 8,478,390 car 
miles and the bus system carried 56,- 
913,160 passengers and operated 10,- 
685,686 bus miles. 


Securities Sought to Be Acquired by 

Texas Utilities 

[1, 2] As has been noted, Texas 
Utilities seeks permission to bid for, 
and, if the successful bidder, to ac- 
quire the common stock of Dallas 
Railway which Electric proposes to 
sell pursuant to the procedure set forth 
in our Rule U-50 (b). This requires 
determination of whether such an ac- 
quisition would meet the standards of 
§ 10 (b) (3) and 10 (c) (1) of the 
act, 15 USCA § 79j (b) (3), § 79) 
(c) (1). 

Section 10 (b) (3) provides we 
shall approve an acquisition unless 
we find that such acquisition will un- 
duly complicate the capital structure 
of the holding company system of the 
applicant or will be detrimental to the 
public interest or the interests of in- 
vestors or consumers or the proper 
functioning of such holding company 
system. Section 10 (c) (1) provides, 
among other things, that we shall not 
approve an acquisition of securities or 
of any other interest by a registered 
holding company unless we can af- 
firmatively find that such acquisition 
is not detrimental to the carrying out 
of the provisions of § 11, 15 USCA 
§ 79k. Clearly, any property whose 
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disposition would be required under 
§ 11 (b) (1) may not be acquired 
under the standards of § 10. 

Under § 11 (b) (1), a registered 
holding company is required to limit 
its operations to a single integrated 
public utility system, “and to such 
other businesses as are reasonably in- 
cidental or economically necessary or 
appropriate to the operations of such 
integrated public utility system.” The 
last sentence of § 11 (b) (1) provides 
that “The Commission may permit 
as reasonably incidental or economical- 
ly necessary or appropriate to the 
operations of one or more integrated 
public-utility systems the retention of 
an interest in any business (other than 
the business of a public-utility com- 
pany as such) which the Commission 
shall find necessary or appropriate in 
the public interest or for the protection 
of investors or consumers and not 
detrimental to the proper functioning 
of such system or systems.”’ 

In Re The Middle West Corp. 
(February 16, 1945) Holding Com- 
pany Act Release No. 5606, we said: 

“Whether this last sentence be re- 
garded as setting the framework with- 
in which to interpret the standards 
‘reasonable incidental or economically 
necessary Or appropriate’ (see North 
American Co. v. Securities and Ex- 
change Commission [1943] 47 PUR 
(NS) 6, 133 F2d 148) or be read as 
a substitute for those standards (see 
Engineers Pub. Service Co. v. Se- 
curities and Exchange Commission 
[1943] 78 US App DC 199, 51 PUR 
(NS) 65, 158 F2d 936) the sentence 


cannot be torn from its context in the 
act. The express policy of the act in 
this respect is to permit retention only 
when necessary for ‘economy of man- 
agement and operation or the integra- 
tion and codrdination of related oper- 
ating properties.’ ” 

The record is bare of any facts indi- 
cating a substantial operating rela- 
tionship between Dallas Railway and 
Dallas Power. Indeed, whatever rela- 
tionship does exist at present between 
Dallas Power and Dallas Railway is 
likely to be rendered almost entirely 
insignificant by the marked trend 
towards diminution of street railway 
service in favor of increased motorbus 
activity. Since 1917 Dallas Railway 
and Dallas Power have maintained 
separate offices in separate buildings, 
and the two companies have no com- 
mon employees. While, to a limited 
extent, there has been joint use of 
facilities,° nevertheless company of- 
ficials testified that such joint use of 
facilities would no doubt be continued 
regardless of whether there was com- 
mon control of the two companies. 

However, applicant and the city of 
Dallas point to the long historical as- 
sociation between Dallas Railway and 
Dallas Power and, in this connection, 
it is urged that in the course of unifi- 
cation of the traction properties in 
Dallas, Electric Bond and Share Com- 
pany took over the traction and elec- 
tric properties under separate fran- 
chises which contemplated the con- 
tinuance of common control of these 
facilities.” In support of such conten- 
tion we are referred to the provisions 





6 The joint use of facilities is limited to the 
use of poles and underground ducts. Many 
of the poles are also used by an unaffiliated 
telephone company and for city police and fire 
alarm purposes. 


7In 1925 Electric Bond and Share Company 
transferred to Electric its holdings in Dallas 
Railway and Dallas Power. 
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of the two franchises which required 
that initial operations thereunder com- 
mence simultaneously. However, 
there are no other interrelated pro- 
visions in the franchises which contain 
detailed provisions for comprehensive 
regulation of the operations of Dallas 
Power and Dallas Railway. It should 
be noted further that, although such 
franchises contain recapture clauses in 
favor of the city of Dallas or its li- 
censee, there is no requirement that the 
city or its licensee exercise such re- 
capture rights with respect to both 
street railway and electric properties, 
nor is there any provision which pre- 
vents the sale of either the traction or 
electric properties to nonaffiliated in- 
terests. 

Applicant further claims that the 
transportation properties are inci- 
dental to the operation of its electric 
properties in that the use of power for 
the railway service in off-peak power 
periods results in-an increase in the 
efficiency of use of electric generating 
facilities. The evidence presented in 
support of this contention is not con- 
vincing first because the effect of the 
railway load on the Texas Utilities 
system is insignificant and is not even 
important with relation to Dallas 
Power and Light Company.*® Second- 
ly, whatever this effect may be it 
would likewise be present under inde- 
pendent ownership. The testimony is 
to the effect that regardless of the 


ownership of the properties Dallas 
Railway will remain as a power cus- 
tomer of Dallas Power. In addition 
there exists no ability to control the 
use of power to meet transit demands 
and therefore no ability to increase 
the efficient use of generating facilities. 

The city of Dallas further contends 
that the application should be ap- 
proved because of the advisability of 
keeping the electric and transportation 
properties under a financially strong 
common parent. In this connection, 
the city states that Electric Bond and 
Share Company and Electric have 
made substantial investments in Dal- 
las Railway which they probably 
would not have made had they not 
owned the electric properties and 
which would have been extremely dif- 
ficult for Dallas Railway to obtain 
from any other source. It is unnec- 
essary for present purposes for us to 
consider the nature and extent of past 
investments since the record shows 
that Dallas Railway does not contem- 
plate any difficulty in financing its 
present or foreseeable future needs.° 

We do not believe that the conten- 
tions advanced by applicant and the 
city furnish a basis upon which we can 
affirmatively find any operational re- 
lationship between Dallas Railway 
and the electric system of Texas Utili- 
ties. 

It should be noted that the act, as 
it affects the issues in this case, is the 





8In this connection it should be noted that 
if the total street railway load was eliminated 
from Dallas Power System the load factor of 
such system would be reduced from 56.6 per 
cent to 55 per cent. It should also be noted 
that the total requirements of Dallas Railway 
represented approximately 5.9 per cent of the 
total kilowatt hours sold by Dallas Power 
and the gross revenues received by Dallas 
Power from Dallas Railway represents less 
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than 2 per cent of the total revenues of Dal- 
las Power. 

8 It should be noted that Dallas Railway re- 
cently refunded its outstanding 6 per cent 
first mortgage bonds with first mortgage serial 
bonds at an average interest rate of approxi- 
mately 34 per cent. Re Dallas R. & Terminal 
Co. (May 22, 1944) Holding Company Act 
Release No. 5054. 
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result of careful deliberation of the 
very problems here presented. The 
declared policy of the act requires that 
all of its provisions shall be interpreted 
to meet the problems and eliminate 
the evils enumerated in § 1 thereof. 
Congress found that these problems 
and evils may result. 

“. . . When the growth and ex- 
tension of holding companies bears no 
relation to the economy of manage- 
ment and operation or the integration 
and coordination of related operated 
properties.” 

[3] We are aware, as the dissent- 
ing opinion emphasizes, that Ameri- 
can has stipulated that it will divest 
itself of its interest in Texas Utilities 
and that Texas Utilities may qualify 
for exemption under § 3 (a) (1) of 
the act, 15 USCA § 79c (a) (1), al- 
though as to the latter, we have al- 
ready pointed out various questions 
that remain to be considered and re- 
solved under the “unless and except” 
clauses of § 3 (a). The important 
fact is that Texas Utilities is present- 
ly both a registered holding company 
and a subsidiary of a registered hold- 
ing company (American) and, in both 
capacities, its proposed acquisition is 
subject to the provisions of § 10 of the 
act. Likewise the indirect acquisition 
by American is subject to the provi- 
sions of § 10. We have seen that the 
standards of § 10 do not permit a 
combination of electric properties and 
transportation properties in a holding 
company system unless a substantial 
operational relationship exists between 
the properties. We think it inconsist- 
ent with that policy to permit the com- 
bining of unrelated utility and non- 





10 Re American Power & Light Co. supra, 
mimeographed pages 15 and 16. 
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utility properties, which otherwise 
would not be permitted under the act, 
merely because at some future date 
the acquiring company may cease to 
be subject to the provisions of the act. 
Thus, the fact that we would lack ju- 
risdiction over the acquisition if it 
were made after Texas Utilities were 
no longer a subsidiary of American 
and no longer a registered holding 
company does not relieve us of the 
duty of appraising the proposed ac- 
quisition under the standards of the 
act at this time when it is both a reg- 
istered holding company and a sub- 
sidiary of a registered holding com- 
pany. 

Conclusions 

As we have indicated, the evidence 
in the record is not such as would per- 
suade us that there is any significant 
operational relation between Dallas 
Railway and Texas Utilities. For the 
reasons heretofore assigned owner 
ship by Texas Utilities of the stock 
of Dallas Railway would contravene 
the standards of § 11 (b) (1) and we 
conclude, therefore, that the require- 
ments of § 10 preclude the acquisition 
by Texas Utilities of the Dallas Rail- 
way stock. 

Since the application of Texas 
Utilities must be denied, it is unnec- 
essary for us to consider the problems 
raised by the proposal of Texas Utili- 
ties to finance the acquisition by issu- 
ing debt securities. 

An appropriate order will issue. 


HEALy and CaFrrrey, Commission- 
ers, dissenting: We are in accord 
with the opinion of the majority that 
the Commission could not permit an 
acquisition by a registered public utili- 
ty holding company of properties the 
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RE TEXAS UTILITIES CO. 


retention of which would contravene 
the standards of § 11 (b) (1). How- 
ever, American Power & Light Com- 
pany has stipulated that it will divest 
itself of its interest in Texas Utilities 
within the present year.’ Texas Utili- 
ties and all of its subsidiaries are Tex- 
as corporations which are predomi- 
nently intrastate in character and car- 
ry on their business in the state of 
Texas, and thus under the provisions 
of § 3 (a) (1) Texas Utilities is po- 
tentially entitled to exemption as a 
holding company “unless and except 
in so far as [the Commis- 
sion] finds the exemption detrimental 
to the public interest or the interest 
of investors or consumers.”* We be- 
lieve that in these peculiar and unusual 
circumstances the acquisition would 
not be detrimental to the carrying out 
of the provisions of § 11 and that 
therefore the acquisition may be per- 
mitted. 


ORDER 


Texas Utilities Company (“Texas 
Utilities”), a registered holding com- 


pany subsidiary of American Power 
& Light Company, a registered hold- 
ing company, having filed an applica- 
tion-declaration seeking authority to 
qualify as a bidder for the common 
stock of Dallas Railway and Terminal 
Company, a nonutility subsidiary of 
Electric Power & Light Corporation, 
a registered holding company, which 
will be offered for sale at competitive 
bidding in accordance with the pro- 
cedure set forth in our Rule U-50 (b) 
and, in connection therewith, to issue 
and sell at private sale its 9-month 
promissory notes in a sufficient aggre- 
gate principal amount to enable Texas 
Utilities with the proceeds of such 
sale to purchase the common stock of 
Dallas Railway; and 

A public hearing having been held 
on such application-declaration after 
appropriate notice, and the Commis- 
sion having examined the record and 
made and filed its findings and opinion 
based thereon : 

It is ordered that the said applica- 
tion-declaration be, and the same here- 
by is, denied. 








DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Washington Gas Light Company 


Order No. 2977, PUC No. 3204/7, GD No. 2003, Formal Case No. 350 
November 28, 1945 


PPLICATION for authority to issue, exchange, and sell shares 
l \ of cumulative preferred stock; granted. 


Security issues, § 112 — Exemption from competitive bidding — Exchange of 
preferred stock — Local ownership. 
1. A waiver of the requirement of competitive bidding was warranted 





1See Re American Power & Light Co. 
(October 24, 1945) Holding Company Act 
Release No. 6158. 


2 See mimeographed pages 15 and 16 of Re- 
lease No. 6158. 
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where $4.25 preferred stock was to be exchanged for outstanding $5 pre- 
ferred stock and investment dealers were to purchase for resale all shares 
not exchanged, in view of the fact that approximately 70 per cent of the 
outstanding stock was held locally (which indicated that it was highly im- 
probable that outside investment dealers would be interested in bidding 
competitively for an issue of the size contemplated, particularly in view 
of exchange provisions of the proposed transaction) and in view of the 
further fact that the price to be received and the underwriting cost com- 
pared more than favorably with recent transactions of a similar nature 
by other companies, p. 122. 


Security issues, § 82 — Exchange of preferred stock — Lower dividend rates. 


2. Authority should be granted to issue, exchange, and sell $4.25 cumula- 
tive preferred stock for the purpose of refinancing outstanding $5 cumu- 
lative preferred stock, under a plan for cash payment of the difference 
between the redemption price of outstanding stock and accrued dividends 
and the price of the new shares, where the refinancing would have but a 
slight effect upon present capitalization ratios but would result in a reduc- 
tion in dividend obligations and would improve coverage for income deduc- 
tions and preferred dividends, p. 122. 


> 


By the CoMMISSION : 
[1, 2] On November 13, 1945, 
Washington Gas Light Company 


(hereinafter referred to as the “Com- 
pany”) filed an application with this 


Commission for authority to issue, ex- 
change, and sell 40,000 shares of its 
duly authorized $4.25 cumulative 
preferred stock, for the purpose of re- 
financing the outstanding 40,000 
shares of its $5 cumulative preferred 
stock. The Company proposes to of- 
fer the $4.25 cumulative preferred 
stock to the holders of the $5 cumu- 
lative preferred stock in exchange 
for their present holdings on a share 
for share basis. As a part of the ex- 
change transaction, the Company pro- 
poses to pay in cash to each exchang- 
ing holder of $5 cumulative preferred 
stock, the difference between the re- 
demption price of $105 per share of 
$5 cumulative preferred stock and 
accrued dividends, and the price at 
which the Company proposes to issue 
and sell the new shares of $4.25 cumu- 
lative preferred stock, of $104 per 


share and accrued dividends, for each 
share exchanged. 

The Company further proposes to 
sell all shares of the new $4.25 cumula- 
tive preferred stock not taken up pur- 
suant to the exchange offer, to a 
group of Washington investment deal- 
ers at $104 per share and accrued div- 
idends, and to use the proceeds to re- 
deem all unexchanged shares of $5 
cumulative preferred stock at their re- 
demption price of $105 per share plus 
accrued dividends. 

An underwriting contract has been 
entered into between the Company 
and a group of Washington invest- 
ment dealers, under the terms of 
which the investment dealers will pur- 
chase from the Company, for resale to 
the public, all of the 40,000 shares of 
$4.25 cumulative preferred stock 
which are not exchanged for shares 
of $5 cumulative preferred stock, for 
which services the Company agrees to 
pay a commission of $1 per share on 
the entire 40,000 shares. 

The exchange rights of the holders 
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RE WASHINGTON GAS LIGHT CO. 


of the $5 cumulative preferred stock 
will expire at 12 o’clock noon, Eastern 
Standard Time, on December 15, 
1945. 

The Company has moved that the 
competitive bidding provisions of 
Commission Order No. 1465 (1935) 
12 PUR(NS) 9, be waived with re- 
spect to this application. 

Pursuant to appropriate notice, a 
public hearing was held on November 
23, 1945. 


Effect of Proposed Transactions 


The proposed refinancing would 
have but a slight effect upon the pres- 
ent capitalization ratios. However, 
it will result in a reduction in the divi- 
dend obligations on preferred stock 
capital by $30,000 a year. Coverage 
for income deductions and preferred 
dividends will be improved from 1.73 
times to 1.77 times. 


Preferred Stock Provisions 


By Order No. 2221, dated March 
26, 1942, 43 PUR(NS) 435, this 
Commission approved, to the extent 
of 42,500 shares, the authorization by 
the stockholders of 90,000 shares of 
$4.25 cumulative preferred stock, as 
contained in Stockholders Resolution 
of March 10, 1941. 

The new $4.25 cumulative pre- 
ferred stock will rank on a parity 
with the presently outstanding $4.50 
cumulative convertible preferred stock 
as to dividends and as to liquidation 
value. 

The holders of the new preferred 
stock will be entitled to one vote per 
share. 

The $4.25 cumulative preferred 
stock will be redeemable, at the option 
of the Company, on thirty days’ notice 
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at $105 per share plus accrued divi- 
dends. The holders of such stock 
will be entitled to receive $100 per 
share plus accrued dividends in the 
event of involuntary liquidation, and 
to $105 per share plus accrued divi- 
dends in the event of voluntary liqui- 
dation. 


Exemption from Competitive Bidding 

In considering the request of the 
Company that the competitive bidding 
provisions of Order No. 1465, supra, 
be waived, the Commission has taken 
into account the peculiar circum- 
stances involved in this particular 
transaction. The record indicates 
that approximately 70 per cent of fhe 
outstanding $5 cumulative preferred 
stock is held locally, which indicates 
that it is highly improbable that out- 
side investment dealers would be in- 
terested in bidding competitively for 
an issue of the size contemplated, par- 
ticularly in view of the exchange pro- 
visions of the proposed transaction. 
Moreover, the price to be received by 
the Company and the underwriting 
cost compare more than favorably 
with recent transactions of a similar 
nature by other companies. 

In view of the foregoing, the Com- 
mission concludes that a waiver of 
requirement of competitive bidding in 
the present instance is warranted. 


Conclusion 


After considering all the facts of 
record, particularly the annual saving 
of $30,000 in dividend requirements, 
with the resultant decrease in cost of 
preferred stock capital and the im- 
provement in the financial position of 
the Company, the Commission con- 
cludes and finds that the proposed 


62 PUR(NS) 








DISTRICT OF COLUMBIA PUBLIC UTILITIES COM. 


transaction is in the public interest 
and should be approved. Therefore, 

It is ordered: 

Section 1. That Washington Gas 
Light Company be, and it is hereby, 
authorized to issue, exchange, and 
sell 40,000 shares of its duly author- 
ized $4.25 cumulative preferred stock, 
in accordance with the terms and con- 
ditions set forth in the application filed 
by the Company on November 13, 
1945, and the purchase contract en- 
tered into by and between the Com- 
pany and certain Washington invest- 
ment dealers on November 20, 1945. 

Section 2. That the motion of the 
Company that the competitive bidding 


provisions of Commission Order No. 
1465, supra, be waived, be, and it is 
hereby, granted. 

Section 3. That within sixty days 
after the final consummation of the 
proposed transactions, the Company 
furnish this Commission a statement 
setting forth the number of shares 
exchanged, the number of shares sold, 
and the commissions, fees, and ex- 
penses incident thereto, together with 
copies of all accounting entries re- 
corded on the books of the Company 
as a result thereof. 

Section 4. That this order take ef- 
fect immediately. 








MICHIGAN PUBLIC SERVICE COMMISSION 


Re Michigan Consolidated Gas Company 


D-3430 
November 29, 1945 


NVESTIGATION of rates of gas utility; deferred maintenance 
I charges disallowed and discount on bills ordered. 


Expenses, § 75 — Deferred maintenance. 
1. Amounts charged to income and concurrently credited to deferred main- 
tenance reserve, to provide for testing of gas meters and conditioning of 
mains, should be disallowed as an item of expense during the current year 
when during past years a utility company has accumulated a reserve which 
is sufficient for the present, p. 125. 


Rates, § 257. — Discount on bills — Excessive revenues — Disallowance of de- 


ferred maintenance reserve. 


2. A company which, after disallowance of a current charge to deferred 
maintenance reserve, was found to have had excessive revenues during the 
current year was required to allow a discount from the face amount of 
bills for the last month of the year, p. 125. 


Expenses, § 74 — Amortization — Deferred maintenance. 
Suggestion by Michigan Commission that expenditures for deferred main- 
tenance which would distort the operating results of a utility company 
should be amortized over a sufficient period of years, p. 125. 
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RE MICHIGAN CONSOLIDATED GAS CO. 


By the ComMISsSION : 


An Order Directing a Discount 

These proceedings began with an 
order to show cause which was 
issued by the Commission, and upon 
its own motion, November 16, 1945. 
The Michigan Consolidated Gas 
Company, hereinafterwards referred 
to as the Company, was served with 
the order on the 16th day of Novem- 
ber, 1945. The hearing under the 
order was noticed for the 29th day of 
November, 1945. 

Likewise notice of these proceed- 
ings was given to all the municipalities 
within the territory served by the 
Company. Notices to the municipali- 
ties were mailed November 16, 1945. 

By the hearing notice the Company 
was advised that this Commission 
would investigate all the Company’s 
rates of whatsoever kind and nature, 
charged as a public utility operating 
within the state of Michigan, to de- 
termine whether or not the public is 
being required to pay rates which 
yield an extraordinary profit to the 
utility and whether or not the utility 
is charging any unnecessary element 
of expense against the consuming pub- 
lic. 

[1, 2] Hearings in the matter have 
been held and testimony taken and 
the Commission has considered such 
testimony and other material facts of 
which it is entitled to take notice af- 
fecting the operations of the Company, 
and it has also considered the decision 
of the Michigan supreme court in the 
case of Detroit v. Public Service Com- 
mission (1944) 308 Mich 706, 54 
PUR(NS) 65, 14 NW2d 784. The 
Commission has also considered the 
various charges made and to be made 
by the Company to operating expense 


during the calendar year 1945, from 
which it finds that an amount of $264,- 
000 to be credited to a deferred main- 
tenance reserve is a special provision. 
In this special reserve provision has 
been made for the testing of 54,000 
meters at an estimated expense of 
$3.60 per meter, which in total amount 
is the sum of $194,000. Also in the 
special reserve is an amount of $70,- 
000 for conditioning of mains. It is 
unquestioned that the Company in 
setting up this reserve is acting in 
good faith ; however, during the years 
1942 and 1943 the Company has ac- 
cumulated $347,000 in this reserve 
which, in the opinion of the Commis- 
sion, is all that need be set aside for 
the present. We fully appreciate that 
the actual expenditure for deferred 
maintenance in the years during which 
the work may actually be performed 
may be in an amount sufficient to dis- 
tort the operating results of the Com- 
pany for these years. If such should 
occur, we suggest that such expendi- 
ture be amortized over a sufficient pe- 
riod of years to avoid the distortion of 
operating results. 

By disallowing the accumulation of 
an additional $264,000 to the deferred 
maintenance reserve during 1945, a 
reduction of approximately $1,500,000 
may be made in the gross revenues of 
the December, 1945, revenue period. 

From information before the Com- 
mission it appears that the Company 
may, by reducing its bills to consumers 
for the December, 1945, revenue pe- 
riod by 53 per cent, effect a reduction 
in its gross revenues for the month, 
which, including the estimated cost of 
$35,000 for expenses of distribution, 
will approximate the sum. of $1,500,- 
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It is therefore ordered: 

That all such charges as have been 
made to income and concurrently cred- 
ited to the deferred maintenance re- 
serve during the year 1945 are disal- 
lowed as an item of expense, and that 
no additional accrual to that reserve 
shall be made during the remainder of 
said year ; 

That the Company render its bills 
to consumers covering its December, 
1945, revenue period in accordance 
with the rates lawfully established by 
this Commission, but shall allow a 
discount of 53 per cent from the face 
thereof upon all such bills, with the 
exception of certain bills rendered on 


a bimonthly basis in the Ann Arbor 
District. Upon such bimonthly bills 
rendered during the month of Decem- 
ber, 1945, there shall be allowed a dis- 
count of 264 per cent. For those 
consumers who under such bimonthly 
billing schedule will receive no bill in 
December, 1945, there shall be en- 
tered in the accounts of the Company 
a credit to such consumers equivalent 
to 26} per cent of the last bimonthly 
bill rendered. 

The Commission reserves unto itself 
jurisdiction of this matter and the 
right to make any further order or or- 
ders herein as it shall hereinafter deem 
just, fitting, and proper. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Edmund Porter 


Wisconsin Telephone Company 


2-U-2077 
November 30, 1945 


ts grab on complaint that telephone company refuses to 
extend exchange service; dismissed. 


Service, § 445 — Telephone extension from toll cable — Availability of other 


service. 


A telephone company is not required to extend exchange service to a farm 
located on a highway which is the route of one of its toll cables where the 
applicant is located beyond its exchange boundary and much farther from 
the exchange than the nearest subscriber and is being furnished service 
from the exchange of another company located much closer to the prem 


18es. 


(Bryan, Commissioner, concurs in separate opinion) 


By the Commission: On July 16, 
1945, Edmund Porter, Route No. |! 
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PORTER v. WISCONSIN TELEPHONE CO. 


ephone Company had refused to ex- 
tend its Madison exchange service to 
his farm located in section 14, town 
of Burke, Dane county. On August 
3, 1945 Wisconsin Telephone Com- 
pany notified the Commission that the 
complainant’s farm is within the nor- 
mal service area of the Sun Prairie 
exchange of Commonwealth Tele- 
phone Company and that service from 
said exchange had been installed at 
the farm intermittently for over four 
years. Notice of investigation was is- 
sued August 20, 1945. 

Hearing: October 5, 1945 at Mad- 
ison before Commissioner W. F. 
Whitney. 


APPEARANCES: In his own behalf: 
Edmund Porter, Sun Prairie; Wis- 
consin Telephone Company, by W. 
E. McGavick, Attorney, L. J. Fitz- 
gerald, Commercial Engineer; Com- 
monwealth Telephone Company, 
by H. W. Pike, Vice President, H. F. 
Moran, Commercial Superintendent ; 
of the Commission staff: H. J. 
O’Leary, Chief, rates and research 
department; K. J. Jackson, rates and 
research department. 

The evidence shows that the resi- 
dence on the Porter farm and part of 
the farm land is located in the south- 
west portion of section 14, town of 
Burke, Dane county. The farm land 
also extends into section 23. The 
residence is located on United States 
Highway 151 which is also the route 
of the Madison-Milwaukee toll cable 
of the Wisconsin Telephone Company 
The nearest subscriber served by Wis 
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nished from a pole line extending 
along a town road in the rear of 
the premises. The distance from 
the premises to this road is about 
1,284 feet. The premises are ap- 
proximately 7.5 miles air line from 
Madison and 3.8 miles air line from 
Sun Prairie. 

There was submitted in evidence an 
exchange area boundary line map, 
which has been effective since Septem- 
ber 1, 1944, purporting to show the 
territory in this vicinity that is to be 
served from Madison and Sun Prairie. 
The map shows the Porter residence 
as being 715 feet north of the Madi- 
son exchange boundary line. 

Porter testified that he has occupied 
this farm since October 15, 1944, and 
that prior thereto resided on a farm 
near Morrisonville. Most of his busi- 
ness connections are in Madison, al- 
though his children attend school in 
Sun Prairie. His mail service is out 
of Sun Prairie. 

The witness for Commonwealth 
Telephone Company testified that it 
has facilities available and is ready 
and willing to render service to Mr. 
Porter. Wisconsin Telephone Com- 
pany reiterated its objection to extend- 
ing its facilities into the territory of 
another utility 


The record in this case is not suffi- 
cient to show that the undertaking of 
service of Wisconsin Telephone Com 
pany includes the service reque ated by 
Mr. lortet 
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WISCONSIN PUBLIC SERVICE COMMISSION 


It is therefore ordered: 
That the proceeding herein be and 
is hereby dismissed. 


Bryan, Commissioner, concurring : 
I concur in the result. However, I am 
of the opinion that the action should 
be grounded upon a different finding. 
This proceeding is one instituted on 
motion of the Commission under 
§§ 196.26, 28, and 29, Statutes, and 
the issuance must be found therein. 
Whether the Wisconsin Telephone 
Company should be required to extend 
its telephone service to Mr. Porter’s 
premises depends upon whether the 
testimony and evidence warrants a 
finding that telephone service at that 
location “is inadequate or cannot be 
obtained.” Since the telephone serv- 
ice of the Commonwealth Telephone 
Company from its Sun Prairie ex- 


change can be obtained, the sole ques- 
tion remaining is whether that service 
is inadequate when all of the facts of 
record relating to the needs of Mr. 
Porter and the community in which he 


lives are considered. I am persuaded 
that such service is not inadequate and 
that the proceeding should therefore 
be dismissed. 

As pointed out in the Lowell Case, 
Docket 2038, decided October 4, 1945, 
60 PUR(NS) 303, a finding of public 
convenience and necessity is not tech- 
nically correct in this proceeding. 


However, the finding here suggested 
is obviously closely akin to a finding 
that public convenience and necessity 
does not require the extension and is 
in harmony with the spirit of the Com- 
mission’s suggested wording of the 
“Undertaking to Serve” to be filed by 
a telephone utility, viz: 

“Nothing in this undertaking is in- 
tended to limit the power of the Pub- 
lic Service Commission to direct the 
furnishing of service where the same 
is found to be required to meet the de- 
mands of public convenience and ne- 
sessity.” 

See Red Book, Wisconsin Adminis- 
trative Orders, 1944, p. 345. 

In my opinion it is both unwise and 
unnecessary for the Commission, in a 
proceeding such as this, to attempt to 
determine the scope of the undertaking 
of a telephone utility in a town in 
which the utility is lawfully engaged in 
rendering local telephone service. I 
recognize no limit to such an under- 
taking within the boundaries of such 
a town where reasonably adequate 
service to the general exchange area 
requires, or may in the future require, 
that the utility’s service be rendered 
therein. Section 196.50(2), Stat- 
utes, places no territorial limit on vol- 
untary extensions within the borders 
of the town, and the duty to serve 
must be coextensive with the privilege 
enjoyed. 
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Industrial Progress 


Selected information about products, supplies, and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Hotpoint Forms Institute 
To Educate Consumers 


5 insure selling practices that instruct 
consumers in the “use values” of the new 
postwar electric appliances, Edison General 
Electric Appliance Company has formed Hot- 
point Institute, “a home economics activity 
aimed at consumer education and training in 
appliance uses for retailers’ sales personnel.” 

The full scope of the new institute will in- 
clude co6peration with womens’ page editors, 
with magazines, assistance to electric service 
company home service departments, and test- 
ing for product design and development. The 
widest point of difference between present and 
prewar functions is the kitchen planning ac- 
tivity, with the increased emphasis on sales 
training to implement “kitchen planning,” ac- 
cording to Ward R. Schafer, vice president in 
charge of sales. 

Asserting that his company had supported 
a home economics activity for more than 
thirty years, Mr. Schafer explained that early 
efforts were largely appliance demonstrations, 
with a national program of cooking schools 
and other group demonstrations. Edison Gen- 
eral Electric Company’s postwar merchandis- 
ing activities center around “all-electric 
planned kitchens and laundries,” with advan- 
tages to consumers depending to a large de- 
gree upon proper appliance arrangements to 
insure correct relationships among work 
centers. 

Noting that “kitchen packages” did not 
meet ready acceptance before the war, Mr. 
Schafer said that the housewife became in- 
terested only when she saw a promise of less 
work by “planning appliances into the kitch- 
en.” The institute will train store personnel to 
qualify as kitchen planners. 


Improvement of Community 
Relations Subject of Folder 


4 ee social and economic importance of a 
sound program of community relations in 
the areas in which a company or its plants are 
located, is stressed in a folder written by 
Walter Geist, president of the Allis-Chalmers 
Manufacturing Company, of Milwaukee, and 
published by the Electrical Manufacturers 
Public Information Center. 

The folder is one of a series, prepared by 
leading members of the industry to be’ pub- 
lished this year on all phases of the public re- 
lations problem. The first folder was “The 
Réle of Management in Public Relations” by 
Whipple Jacobs, president of the Belden 
Manufacturing Company, of Chicago. “Pub- 
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licity for the Small Company,” by James W. 
Corey, president of The Reliance Electric & 
Engineering Company, of Cleveland, will be 
issued this month. 

Papers scheduled for future publication i in- 
clude “Government Relations,” “The Em- 
ployee as a Factor in Public Relations,” 
“Stockholder Relations,” and others. 

The purpose of the program is to present 
an exchange of ideas among members of the 
electrical manufacturing industry and others 
on various phases of public relations problems 
as viewed from the standpoint of management. 

Copies of these folders may be obtained 
from the Electrical Manufacturers Public In- 
formation Center, 155 East 44th street, New 
York 17, New York. 


K-D Lamp Acquires 
Larger Plant 


0 provide for an expansion program, K-D 

Lamp Company, Cincinnati, manufactur- 
ers of original and replacement automotive 
lighting equipment and accessories, has ac- 
quired a plant with more than 140,000 square 
feet of factory space at 1910-1916 Elm st., 
Cincinnati. K-D Lamp Company is a wholly 
owned subsidiary of Triumph Industries, Inc., 
which in turn is owned by Noma Electric Cor- 
poration. 


National Safety Council 
Launches Campaign 


, gore will be called upon to rally be- 


hind the Green Cross for Safety this 
May, when the National Safety Council 
launches a nationwide fund-raising campaign 
aimed at winning general public support of its 
far-reaching accident prevention work, ac- 
cording to an announcement by Ned H. Dear- 
born, president of the council. 

The drive, marking the first time in its 
thirty-three-year history that the National 
Safety Council has gone directly to the public 
for funds, comes at a time when the public 
is growing increasingly aware of the accident 
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“MASTER*LIGHTS" 


* Portable Battery Hand Lights. 
® Repair Car Roof Searchlights. 


© Hospital Emergency Lights. 





CARPENTER MFG. CO. 
197 Master-Light Bidg., Boston 48, 
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problem because of the appalling rise in traffic 
deaths since the end of the war. 

The fund drive is designed to promote two 
important goals, Mr. Dearborn said. By hav- 
ing the men, women, and children of the 
country contribute funds, it will make them 
stockholders in an enterprise working for their 
own protection. It will make them active par- 
ticipants in a program they accepted only too 
passively before. And, by making the Green 
Cross an ever-visible reminder of possible 
carelessness, it will cut down the number and 
severity of accidents. 

The council thus expects to create such a 
strong concern for safety in the public at 
large, and to broaden its financial support to 
such a degree that vigorous safety campaigns 
will be carried out on a scale impossible be- 
fore. 

Mr. Dearborn pointed out that up to now the 
National Safety Council has existed with the 
financial backing of a small group of indus- 
trial concerns and individual contributors. Or- 
ganized for public safety in 1913, the council 
and its rapidly multiplying chapters have 
pressed their fight in all areas of human ac- 
tivity during decades which saw life become 
increasingly hazardous with the rapid expan- 
sion of mechanical processes. The council has 
advanced programs which have been credited 
with saving at least 330,000 lives that might 
have been lost had the accident rate continued 
at the 1913 level. 

The Green Cross for Safety encircled in a 
green band will serve as the official insignia 
of the drive. 


Harvester Co. Establishes 
Research Project 


| Flees amapasmsn in Chicago of a manufac- 
turing research project devoted to the im- 
provement of manufacturing methods and pro- 
cedures for the entire line of International 
Harvester Company products, was announced 
recently by K. O. Schreiber, vice president in 
charge of manufacturing. The company’s 
manufacturing research activities will be car- 
ried on in a plant located at 5225 Southwestern 
avenue. 

Mr. Schreiber pointed out that the new Har- 
vester establishment will not be a general re- 
search laboratory, but rather will be a spe- 
cialized center for intensive study of improved 
manufacturing processes; nor will it replace 
the already substantial amount of manufactur- 
ing research going on at individual Harvester 
plants, rather, he said, it will supplement such 
plant research. 

M. C. Evans, manager of Harvester’s manu- 
facturing research and training department, 
will direct the research activities in the new 
building. Key men from Harvester’s manu- 
facturing plants all over the United States will 
be called in to take over the direction of vari- 
ous "fag of the manufacturing research 
wor! 

—— separate laboratories, all related to 
specific manufacturing functions, will be op- 


erated at the Harvester research center. They 
are: technical laboratory, including metal- 
lurgical, chemical, and physical testing divi- 
sions; welding, foundry, paint, packaging and 
product protection, machining, induction heat- 
ing, and heat treating laboratories. These re- 
spective laboratories will explore, analyze, and 
test all specific problems of manufacturing 
methods or procedures that fall within the 
scope of the particular laboratory concerned. 


Exposition Postponed 


UE to the uncertainty of products and de- 

livery schedules of vast numbers of the 
nation’s leading manufacturers the “Products 
of Tomorrow” exposition scheduled to open 
at the Chicago Coliseum, April 27th, has been 
indefinitely postponed, according to an an- 
nouncement by Marcus W. Hinson, general 
manager of the exposition. 


Elected Sales Vice President 


he te E. Heim, general sales manager of 
The Reliance Electric & Engineering Com- 
pany, has been elected sales vice president of 
the company, it was announced recently by J. 

. Corey, president, following the regular 
meeting of the board of directors. All other 
officers were reelected. 


New COs Indicator Circular 


HE Davis Emercency EpurpMENT Com- 

PANY, INc., 45 Halleck’ street, Newark 4, 
New Jersey, manufacturers of safety and gas 
alarm equipment, has just issued a circular on 
a new small portable instrument, known as the 
Stack-O-Meter for indicating COs, stack tem- 
perature and draft readings. This circular 
gives specifications and describes the various 
features, including safety switch, portability, 
source of power, and accuracy, together with 
illustrations which show the panel operating 
controls as well as the complete instrument. 


Ayers Joins Copperweld 


Paut Ayers, formerly division engineer 


* of the Kansas Power & Light Com- 
pany at Topeka, Kansas, has joined the sales 
engineering staff of Copperweld Steel Com- 
pany, Glassport, Pennsylvania. 

Mr. Ayers has a background of 18 years’ 
practical experience in the design, construc- 
tion, operation, and maintenance of electrical 
transmission and distribution systems. Just 
prior to his affiliation with Copperweld, he 
supervised the installation of one of the largest 
substations in the midwest. 


Carbide-tipped Drill-bit 


HE New ENGLAND Carsipe Toot Com- 
PANY, 60 Brookline street, Cambridge, 
Massachusetts, have announced an addition to 
their reguiar standard tool line—a carbide 
tipped Cyclone Drill-bit, which is used for 
drilling holes in concrete, cement, brick, tile, 


(Continued on page 28) 
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CRESCORD comprises two, three or four flexible 
copper conductors, with color-coded, heat-resisting, 
rubber insulation under a tough, synthetic rubber 
jacket. It is flexible, highly resistant to abrasion, 
crushing, cutting, water, weather and sunlight. 


FOR 


LONG SERVICE 
ON TOUGH JOBS 


Type S. CRESCORD has a heavy 
jacket for maximum life on port- 
able drills, tools and industrial 
equipment. 


Type SJ CRESCORD has a 
lighter jacket for use on house- 
hold and office appliances. It 
is made in sizes No. 18 and 
No. 16 AWG only. 


Type SV CRESCORD is a small, light, extremely flexible cord for use on household 


vacuum cleaners. It is made in Size No. 18 AWG 


WIRE and CABLE 


CRESCENT INSULATED W 
TRENTON, N 


only. 


Se 
’ 


yf 


IRE & CABLE CO. 
. J. 
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marble, and other forms of masonry material. 

Cyclone Drill-bits are claimed to drill holes 
50 per cent faster in masonry materials, and 
to last 50 to 75 per cent longer than high 
These drills are used in an ordi- 


speed drills. 


nary rotary electric drill, and for that reason 
eliminate hammering. 

A circular on Cyclone Drill-bits, along with 
instruction sheets and general data on time 
required to drill certain size holes and cor- 
responding depths in different masonry mate- 
rials, may be obtained from the manufacturer. 


Pipe Joint Compound 
In Stick Form 


AKE CHEMICAL Company, 607 North West- 

tern avenue, Chicago 12, Illinois, announces 
compound in 
handy, clean, easy-to-use stick form. Accord- 
ing to the manufacturer 3 or 4 strokes of 
stick across the threads are all that are neces- 
sary as the compound spreads and fills threads 
Encased in a cardboard holder, 
the stick may be carried around in a pocket or 


Pipetite-Stik, a pipe joint 


when turned. 


tool kit. 


1946 ASHVE Guide Available 


HE 24th edition of the Heating Ventilating 
Air Conditioning Guide published by the 
American Society of Heating and Ventilating 
York, 


Engineers, 51 Madison avenue, New 











Because you get maximum sulphur removal per 
pound of oxide. Lavino Activated Oxide is 
made especially for maximum activity and 
capacity, maximum trace removal and shock 
resistance.. Comparing cost, performance and 
savings, we believe Lavino’ Activated Oxide has 
no close rival. 

For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVINO AND COMPANY 
1528 Walnut St., Philadelphia 2, Pa. 








MAR. 28, 1946 


New York, is just off the press. The technical 
text contains 51 chapters grouped under the 
general section headings of Principles, Human 
Reaction to Atmospheric Environment, Heat- 
ing and Cooling Loads, Combustion and Con- 
sumption of Fuels, Heating Systems and 
Equipment, Air Conditioning, Special Applica- 
tions, and Installation and Testing Codes, 


Survey Shows Increase in 
Battery-powered Trucks 


A 350 per cent increase during the past 
twenty-one years in the number of battery- 
powered industrial trucks in use in American 
industry is revealed in a survey, results of 
which have been announced by the Electric 
Industrial Truck Association, Chicago. 


The survey for all industry in the United 
States shows 39,782 such trucks in use at the 
end of 1944 as compared with 11,350 in 1923. 
The figures cover all makes of trucks, and 
are not limited to the products of members of 
the association who manufacture approximately 
90 per cent of such equipment produced in this 
country. 

Following are top industries, listed in the de- 
gree with which they use battery-powered 
trucks in their material-handling systems: 

Iron and steel and their products; govern- 
ment; transportation and public utilities ; auto- 
mobile and automobile equipment; machinery 
(non-electrical) ; nonferrous metals and their 
products; electrical machinery; transportation 
equipment (except automobile) ; chemicals and 
allied products; paper and allied products. 


New “Lox-in” Glass Filter 
For Vacuum Coffee-makers 


HE first glass filter that locks into the 

upper bowl of a glass coffee-maker, there- 
by tightly holding it in place during the brew- 
ing process, is now in production by Silex 
Company of Hartford, Connecticut. It is 
named the Silex “Lox-in” Glass Filter and will 
soon have nationwide distribution, according 
to Frank E. Wolcott, president of the Silex 
Company. 

One great advantage of this new invention, 
according to Mr. Wolcott, is that it cannot 
bob up, wobble, or fall out while the coffee is 
being made, therefore assuring clear, full- 
flavored coffee. Other advantages claimed for 
the “Lox-in” glass filter are: It is easy to use; 
washes in a flash; and, fits Silex and most 
other glass coffee-makers. 

The “Lox-in” filter has a Lifetime Guar- 
antee not only against defects of any kind, but 
against everything including breakage or user’s 
carelessness. 

The Silex Company already has a huge 
backlog of orders for this new “Lox-in” glass 
filter which they are filling as rapidly as possi- 
ble, allocations being made at first to insure 
equitable distribution throughout the country. 

(Continued on page 30) 
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MERCOID 
CONTROLS 


WAITING FOR 


The only /00% Mercury Switch eguipped controls, 
They assure better control performance and longer control life. 


Industry is now going full speed ahead 
in the process of reconversion, but not 
without its problems, involving labor re- 
adjustments and certain limitations on 
essential materials that are governed by 
the demands on available supplies. 


Every effort is being made to provide for 


the ever increasing demand for Mercoid 
Controls. 


The cooperation of the trade is solicited 
in making known their probable require- 
ments, thereby facilitating in the pro- 
duction plans to the mutual advantage 
of all concerned. 


E MERCOID CORPORATION - 4201 W. BELMONT AVENUE - CHICAGO - 41 + ILLINOIS 


anufacturers of Automatic Controls for Heating, Air Conditioning and Various Industrial Applications 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 


quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 





























L-M Elbows, with compression units 
gues a dependable grip on both con- 
uctors. Also Straight Connectors and 
Tees with same con- 
tact units. 





Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 





Clam; 
and Reducers, Elbows, Tees, Ter- © 
minals, Stud Connectors, etc. 


Type Straight Connectors 










Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, ete. Spring action— 


self locking. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 


Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


PENN-UNION 


(on 2k, 5 Ok EE Om @ 8 Fe | fFirrinc, “~ 








Catalog Describes Cochrane’s 
Multiport Safety Relief Valve 


HE story of the Cochrane safety relief 
valve is effectively told in Cochrane’s new 
publication No. 4150. 

Its numerous applications in relief of steam, 
air, gas, gasoline and oil vapors, water, etc., 
and adaptableness to other services are cited. 

Of special interest is the revised “Sizing Data 
on Relief Valves” which includes capacity and 
pressure rise tables unusually convenient to use 
for size selection. 

Copies of the catalog may be obtained from 
the manufacturer, 17th street and Allegheny 
avenue, Philadelphia, Pennsylvania. 


Morgan To Head Westinghouse 
South Philadelphia Works 


D Avip W. R. Morcan, manager of the steam 
division of the Westinghouse Electric 
Corporation, has been appointed general man- 
ager of the entire South Philadelphia works, 
it has been announced by L. E. Osborne, senior 
operating vice president. Mr. Morgan's re- 
sponsibilities will include general supervision 
of the aviation gas turbine division, and the 
Attica, New York, plant of the stoker depart- 
ment. He will retain direct management of 
the steam division. 


Reliance to Build $750,000 Plant 


HE Reviance Execrric & ENGINEERING 
Company, 1088 Ivanhoe road, Cleveland, 


will break ground shortly for a new plant in 


Ashtabula, Ohio. 

Work on the new project will be started as 
quickly as possible, and is expected to take the 
better part of a year. The new plant will be 
used for the production of 1 to 15 hp. electric 
motors and V-S drives. 


U. S. Rubber Appointment 


£ y- appointment of Walter F. Spoerl as 
general sales manager of the mechanical 
goods division of United States Rubber Com- 
pany was announced recently by Ernest G. 
Brown, vice president and general manager of 
the company’s mechanical goods, general prod- 
ucts and “Lastex” yarn and rubber thread 
divisions. 

Products of the mechanical goods division 
include conveyor and transmission belts, hose, 
rubber mountings, packing, and hundreds of 
other rubber industrial products. 


ASHVE Appointment 


HE American Society of Heating and 

Ventilating Engineers, announces the ap- 
pointment of Clyde A. McKeeman, as assistant 
to the president of the society. According to 
President Alfred J. Offner, New York consult- 
ing engineer, Mr. McKeeman will represent 
the society in securing the interest and partic- 
ipation of industry in the society’s research ac- 
tivities. 
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ee do so many 


PUBLIC UINMIMES 


standardize on 


DODGE poz PICK-UPS? 


| Sa me UTILITIES give three reasons for 

standardizing on Dodge Job-Rated trucks: 

1. The greater efficiency and economy of a 
truck engineered and built to fit the job. 

2. The intelligent, courteous and reliable 

service they get from the dependable, 
widespread Dodge dealer organization. 

. The ready and universal availability of 
factory-engineered parts ... a fact par- 
ticularly appreciated during therecent war. 

NOW is an excellent time to talk to your Dodge 
dealer about the many proven advantages of a 
truck built with exactly the right unit, from 
engine to rear axle, to fit your job .. . the 
right Dodge Job-Rated truck! 

DODGE DIVISION, CHRYSLER CORPORATION 


DODGE 


Soe Rated 


TRUCKS 


FIT THE JOB... 
LAST LONGER 


SEE YOUR DODGE DEALER... NOW! 
Let him help you choose the 
right Dodge Job-Rated truck to 
handle your hauling job better, 
longer . . . and at low cost! 


EN TO THE MUSIC OF “ANDRE KOSTELANETZ, WITH FAMOUS GUEST STARS, THURSDAYS, C.8.S. 9 P.M. E.T. 
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Available Immediately! 
Limited Edition 


* REGULATION OF 
RATES AND SERVICE 
OF PUBLIC UTILITIES — 


A Volume Containing All Committee Reports and Papers 
Submitted at the 1945 Convention of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Including round-table discussions and reports on the following timely 
and important subjects: 








The Rate Base—Rate of Return—Future of Telecommunications—Natural 
Gas Investigation—Aviation—License Contract (Telephone Com- 
panies )—Jurisdiction of Federal Power Commission and State 
Commissions Over Electric and Gas Companies—Legislation 
—Cooperation Between State and Federal Commissions 
—Accounting and Valuation 


$8.00 


COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1945 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
What is the Measure of the Rate Base? What is the Measure of a Fair Return Thereon? 


Address of John E. Benton, Advisory Counsel of the Association ...........-.+.-+00+: $1.00 
Some Aspects of the Rate Base, with Incidental Reference to the Rate of Return. Address of 

i ae Ce . occ hoccecscntetecenededebepegescsesoescouegape 1.00 
Future of Telecommunications as a Result of Improvements Made During the War. Ad- 

dress of Federal Communications Commissioner Paul A. Walker ...............0005- -§0 
Interpretations of Uniform System of Accounts for Electric Utilities ..............+-.0s0+- 1.50 
Interpretations of Uniform System of Accounts for Gas Utilities ..............0ceeeeeeees 1.50 
Interpretations of Uniform System of Accounts for Water Utilities .................e0e0e8 1.50 
ae ee S ES TE TER EES PEEKS CELE 1.00 
Progress in Regulation of Public Utilities, Committee Report on .................0e000: 1.00 
Natural Gas Investigation 

Address of Chairman Richard B. McEntire of Kansas ............-0.0-eeceeeeceeuees 75 

Address of Mr. Warren Henry of Illinois (with illustrated charts) ..............++++- 1.00 
1944 Depreciation Report (Supplement to 1943 Report) ...........ccce ccc ee cee ereeenees 1.25 
2993 ‘Depreciation “Wepert (377 PGMs) «8G SOA OA LI AAS ON 3-50 


(Where remittance accompanies order we pay forwarding charges.! 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


7413 NEW POST OFFICE BUILDING WASHINGTON, D. C. 
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¢ This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. > > > 





Tue American Aprprarsat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


NEW YORK 
PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


£¢ Ford, Bacon & Davis 


Bad VALUATIONS EF ; CONSTRUCTION 
REPORTS Ngineers RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO e@ LOS ANGELES 

















GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 

Personnel Relations, 


Operating Betterments, 
Reading e Philadelphia Original Cost Accounting, 








Inspections and Surveys, 
Accident Prevention, 


Feed Water Treatment. Washington © New York 








FREDERIC R. HARRIS, INC. 
Engineers Constructors Management 
Reports Appraisals Valuations 

NEW YORK 
Knoxville San Francisco Houston 


(Professional Directory Continued on Next Page) 














Public Utifities Fortnightly 





PROFESSIONAL DIRECTORY (continued) 





Engineers WILLIAM S. LEFFLER = Economisis 
SPECIALIZING IN 
COST ANALYSIS—Unit Cost Determinations 
RATE RESEARCH — OPERATING REPORTS 


on 
ELECTRIC — WATER — GAS Utility Operations 
Neroten, Connecticut 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—lInvestigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Beston, Mass. “<= Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 


Consulting zs Mergers 
Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 


DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 
Chicage New York San Francisce 











Sargent & Lundy 


ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies——R eports—Design—Supervision 
Chicago 3, Ii. 
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80 BROAD STREET 


The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineerin 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 


Consulting Engineers 
Water ie and Industrial Waste Problems 
Airfields, R use Incinerators & Power Plants 


Industrial Buildings 
City Planning Reports Valuations 
ratory 


1520 Locust Street Philadelphia 2 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 
Appraisals - aves S Reports 


cin Yontin “dei tek cai 
it: 
pares ME - mn ony original cost, security =. 











BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS —~ 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 





LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., Cricaco 





BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 








ROBERT T. REGESTER 


Consulting Engineer 


Hyprautic Strucrures — Uriities 
Fioop Contro: — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 








> 


EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Pablic Utility Valuations, Reports end 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








A. S. SCHULMAN ELEctric Co. 
Contractors 


TRANSMISSION Lines—UNbDERGROUND Distri- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH Dearsorn Sr. Cricaco 








W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 


SLOAN, COOK & LOWE} 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals — Reports 
Operating — Financial — Plant 








JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUST RIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 











MANFRED K. TOEPPEN 
ENGINEER 
CoNSULTATION — INVESTIGATION — REPORTS 

AND MANAGEMENT SURVEYS 
VaLuaTION, DepreciaATION AND Rate 
MATTERS 


261 Broadway New York 7, N. Y. 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. ............ 
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Engineered for Power Station Needs 


EXIDES are always ready for in- 
stant action. They are engineered 
to meet the varying battery require- 
ments of power station operations. 
Exide makes several types of stor- 
age batteries. These batteries, 
through proved performance for 
over 50 years in central station 
work, have earned the confidence 
of utility engineers everywhere. 
When you buy an Exide you are 
buying the utmost of storage bat- 


tery dependability, long-life and 
ease of maintenance. 

Whatever your storage battery 
problems may be Exide engineers 
will be glad to help you work 
them out. 


Exide 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 


Exide Batteries of Canada, Limited, Toronto 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Power & Light wins successful re- 
sponse to Laundry Modernization Plan 


Laundry modernization—first in a series of More Power to 
America industtial modernization progtams—has ‘’réally/ taken 
hold” im Mississippi, d¢cording to B..M, Davis, System Power 
Consultarit of Mississippi Power and Light Company. 

Successful response to this co-operative plan for more effective 
use of electric power grew out of sound planning, strong team-\; 
work, and aggressive follow-through. > 

First Step was preparation. M. P. & L. became a regional mem- 
- ber 6f the American Institute of Laundering. Its personnel studied 
the industry, worked with equipment manufacturers, arranged 
its:Meetings “according to plan.” 

Next came the meetings with laundry and dry-cleaning oper- 
ators—six in all, with an average attendatice of 26. Centered 
arourd the talking slidefilm ‘“‘On One Condition,’ the possibili- 
ties of modernization were put on a pfactical basis. Publicity 

ites meetings helped the cause along. 

W-up program is now under way. Foldersand booklets 
haye sent to every laundry. Power consultants are making 
personal calls. New information will be furnished from time to 
time, 

Already, mitich good will has been gained, and inquiries con- 
cefning further. usé of electric power have been stimulated. 
Revenue-producing results are beginning to come in. 

G.Evis ready with the basic ammunition that M. P. & L. em- 
ployed—plans for meetings, salésmen’s mafiuals, and the slide- 
film ‘tOn. One Condition,” prepared ir .co- operation with the 
American Institute of Laundering. For help in putting the plan 
into action in your service area, consult your local G-+E office. 
Apparatus Depi., General Electric Company, Schenectady 5, N.Y. 


This co-operative long-range pian to accelerate further 
oder oe ome 
forward on three fronts: 


1. Dozens, .of a are 2y. 
furthering the ir programs 

of power sales training and field 

promotion with the visual aids 

now available. on laundries, 

electronic heating, and industrial 

electronics. 
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